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Thirty-Five Years Old! 


Now available— 
the history of 


The North American Company 


ARALLELING the history of 

electrical development in the 

United States is the history of The 

North American Company. Henry 

Villard, founder, was the first to 

make a commercial installation of 

¢ the Edison incandescent light, early 

f American. in 1880. He likewise, in 1881, or- 

Compa ny ganized America’s first holding com- 

pany which later was absorbed by 
The North American Company. 


The North American’s story of the 

hectic nineties, the twentieth cen- 

tury dawn of the electric era, and 
of today’s gigantic electrical enterprises is now available 
in an illustrated booklet. 


RITE TODAY for a complimentary copy of 
. “Thirty-Five Years of Public Service.” 


The North American Company 
60 Broadway, New York City 
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“BY THEIR WORKS 


ye shall know them” 


many who read this page we are known by 
our works, and we are thus privileged to 
greet them as old friends—because we have 
served them well. 
Some of these old friends, whose publicity has been 
profitably placed in our care, have urged us to still 
further extend our usefulness and activities. 


Wherefore, we call the attention of those who know 
us by reputation alone, to these facts— 


that the completeness of our organization and equip- 
ment enables us to handle every phase of printed 
advertising, thereby lifting the burden of detail from 
the shoulders of busy executives; 

that we are particularly adept in planning and execut- 
ing the varied folders, a a maps, prospectuses 
and other printing necessary to the conduct of suc- 
cessful advertising campaigns for power, light, gas, 
railroad, trolley,steamship and telephone companies. 


Ox experience in the preparation of publicity for public util- 
ity corporations and similar groups has been far-reaching 
and our contact with the directing executives of such companies 
has given us an unusual grasp of their problems. If you care to 
know more of our facilities, or would like to see some of the 
“works by which we are known,” we will gladly answer your 
inquiries and perhaps send you samples of material prepared for 
companies similar to your own. involves no 
obligation. 


THE MATTHEWS-NORTHRUP WORKS 


PLANNERS + DESIGNERS + ENGRAVERS + PRINTERS + BINDERS 
CLEVELAND BUFFALO NEW YORK 
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The Severest Test Is Contest 
A generation of proven capacity to stand up under the most search- 
ing litigation and contest of all sorts has won American Appraisal 
, Service its dominant position. 
. Its superiority in meeting this severest of tests has been as clearly 
demonstrated in public utility work as in every other major division 
of American industry. 
A few of the properties that have been appraised by The American 
Appraisal Company for financing operations, rate cases, or other re- 
quirements are: 
Lakeland Gas Company Lakeland, Fla. ‘ 
Portsmouth Gas Company Portsmouth, Va. 4 
Binghamton Railway Co. ............+++++e+++++e+++++Binghamton, N. Y. 
Cincinnati, Lawrenceburg & Aurora Elec. St. Ry. Co. .......... Cincinnati, Ohio 
Jamestown Telephone Corp. .........cceeccccecccecsceces Jamestown, N. Y. 
Rochester Telephone Corp. .............cececcecscceceecs Rochester, N. Y. 
Northern New York Telephone Corp. ................e000. Plattsburg, N. Y. 
Niagara Falls Power Company ..............+65- Niagara Falls, N. Y. 
¢ Yoakum Power, Light & Water Co. Yoakum, Texas, 
DePere Light & Power Co. DePere, Wis. §& 
West St. Louis Water & Light Co. ................005. t. Louis, Mo. Send 
Sheboygan Water Works Sheboygan, Wis. the 
Chicago Junction Railroad Chicago, Ill. cAmerican 
St. Paul Bridge & Terminal Railway Co. .............. St. Paul, Minn. 
Cloquet Electric Company .........---+-esseeeeeeeees Cloquet, Minn. Appraisal 
Newport Home Water Company ............eeeeeeeeeee Newport, Pa. 
Pamphlet: 
THE AMERICAN APPRAISAL COMPANY : 
Q-710, “Public 
Atlanta Cincinnati Los Angeles Philadel Syracuse Utility 
Baltimore Cleveland Milwa Pinsburgh ” 
Boston Minneapolis San Francisco aluations 
New Youk Seattle Foronto | 
THE AUTHORITY 
Investigations - Valuations - Reports - Industrials - Public Utilities 
Natural Resources © 1925, The A. A. Co. 
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| Your market basket F 
tellsan 
Electrical story 


It would be a good household managet whe could 
pay more for food, set a better table, and still not 
increase her table allowance. 

It is a good business manager who can pay more 
for labor and raw materials, yet sell the thing he 
manufactures for less. 

The management of your electric service com- 
pany has found a way to do this. Coal, wages, 
machinery, building: materials — all are higher 
today than they were in 1913. Yet. the cost to 
you of electricity is lower. 

Paraphrasing 


electricity is Sof the people, by the people, for th 
i i democratically 


owned, than the electric service companies. 


out of every sixtee 
Few industties serve’ as 
13,000,000 homes, 2,500,000 businesses. 


Few industries operate under the same public 
_ supervision and regulation. 
Your dollars. for food, for clothing, for house- 


furnishings, for fuel buy you less than they did ten 
dollars for electricity buy you more. 


Ww, 
. 


Ay 
; 
ne 
WESTINGHOUSE ELECTRIC MANUFACT URING COMPANY 
Offices in all Principal Cisies Representatives Everywhere 
Localized Service ~ Men, Parts, Shops 
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Byllesby Engineering and 
Management Corporation 


Established 1902 


Engineers and Managers for Utility Properties — 

Presenting the Following Combined Statistics 

Communities supplied with various kinds of utility service, 
857—located in 17 states. 

Estimated population served, 2,800,000. 


Number of customers served direct, all classes of service, 
747,304. 

Electric customers served direct, 515,117. 

Kilowatt-hour output, for 12 months ended February 28, 
1925, 1,498,059,511. 

Water-power plants operated, 35; total installed capacity, 
185,626 horsepower. 

Steam-electric plants operated, 61; total capacity, 560,223 
horsepower. 

Mileage electric transmission and distributing lines, 
14,375. 

Gas output, for 12 months ended December 31, 1924, 
19, 194,590,000 cubic feet. 

Gas manufacturing capacity, per 24 hours, 54,410,000 
cubic feet. 

Mileage of gas mains, 3,501. 

Construction budget for 1924, $35,253,000. 
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Financing 
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Companies requiring new financing. We are pre- 
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UNDEPRECIATED INVESTMENT 
AS A UTILITY RATE BASE 


By GEORGE C. MATHEWS 


HE theory of proper regulation 

of utility rates may be expressed 

in very simple terms. Under nor- 
mal conditions the utility is entitled to 
establish such rate schedules as will 
yield a fair return upon the fair value of 
its property. Administrative practice 
and the divergent views held by courts 
of appeal, however, have made the ap- 
plication of this seemingly simple rule 
complex and difficult. 

The most difficult questions are those 
concerned with the determination of a 
proper rate base with reference to which 
the fair return is calculated. Among 
those questions two stand out as repre- 
sentative of the sharply divergent points 
of view that so frequently character- 
ize controversies concerning valuation. 
These two issues, which are at the same 
time fundamental in the valuation prob- 
lem, are (1) whether the investment 
standard or the cost-of-reproduction 
standard should be given greater weight 


in determining values for rate-making 
purposes, and (2) whether or not depre- 
ciation reserves should be deducted 
from the rate base, and if so, how much 
should be deducted. In the following 
discussion of these two issues, particular 
attention will be given to the propriety 
of using undepreciated investment as a 
rate base. The angle of approach 
throughout will be the financial point 
of view. 


I. The Issue of Valuation Standards 


The administrative public service 
commission is charged with the respon- 
sibility of applying the rules of fair 
dealing to the public utility; but, with 
courts of review holding widely differ- 
ent views as to what constitutes fair 
treatment, the regulating commission is 
left without definite standard or rule to 
guide its actions so that they may be in 
accordance with correct principles. An 
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example based on conditions faced by 
the Wisconsin Commission may serve 
to illustrate. The Supreme Court of 
Wisconsin, upon an appeal taken by the 
Waukesha Gas and Electric Company, * 
upheld a valuation made by the com- 
mission in which no addition had been 
made to actual investment to reflect 
post-war price levels. Although the 


court recognized that elements deter- 


minative of value, such as those men- 
tioned in Smyth v. Ames,* must be 
considered, controlling weight was given 
to the actual investment. 

In contrast to this decision is the 
recent opinion of a United States Dis- 
trict Court in the Mobile gas case® 
wherein it was held in effect that repro- 
duction cost at the date of the inquiry, 
rather than investment or original cost, 
was the important factor in valuation. 
We have also the able, but, from the 
standpoint of the commissions, unsatis- 
factory, decisions of the United States 
Supreme Court in the Southwestern 
Bell Telephone* and the Bluefield 
Water Works® cases. Unsatisfactory 
these decisions were bound to be be- 
cause, after all, they merely restated 
elements which must be considered in 
determining value, without giving much 
indication of what weight, in the court’s 
mind, should be given to each element or 
even as to which elements are most 
important. 

Conclusions may be drawn from these 
decisions of the Supreme Court to sup- 
port views of the valuation problem 
which seem almost irreconcilable. Ad- 
vance reports quote Judge Winslow of 
the United States District Court for 


*Waukesha Gas and Electric Company v. 
Railroad Commission, 181 Wis. 281, P. U. R. 
1923 E, 634. 

* Smyth v. Ames, 169 U. S. 466. 

* Mobile Gas Co. v. Patterson, 293 Fed. 208, 
P. U. R. 1924 B, 644. 


the southern district of New York, in 
an opinion rendered April 23, 1925, in 
the $1 rate case of the Consolidated 
Gas Company, as referring to reproduc- 
tion cost less proved depreciation as the 
dominant element in determining a rate 
base. Reference has already been made 
to a similar opinion in the Mobile gas 
case. 

Yet some of the state commissions 
have not interpreted the language of the 
Supreme Court as requiring the virtual 
abandonment of investment or original 
cost as a measure of value. Advocates 
of both conclusions have been able to 
draw comfort from the decisions, but 
neither the commission, which holds to 
the original cost basis, nor the lower 
court, which swings to extreme recogni- 
tion of reproduction cost, has been able 
to establish its position as fully as it 
might desire, by authority of the Su- 
preme Court decisions. 


Attitude of Public toward Investment 
Standard 


The public is likely to look upon 
measurement of value by the use of cost 
of reproduction as a means of profit- 
taking, inconsistent with the status of 
a public utility as a regulated industry. 
During a period of rising prices, and 
especially when the increase has been 
as great as that since 1916, such a re- 
action from the public is a natural one, 
whether or not it is based upon a cor- 
rect conception of utility property 
values. In the early railway cases the 
parties stood in opposite positions. The 
public insisted upon the use of cost of 

‘State ex rel Southwestern Bell Telephone 


Company v. Missouri Public Service Commission, 
262 U. S. 276, P. U. R. 1923 C, 193. 


*Bluefield Water Works and Improvement 
Company v. West Virginia Public Service Com- 
mission, 262 U. S. 679, P. U. R. 1923 D, 11. 


me 
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reproduction, rather than original cost, 
as a basic measure of value; the rail- 
ways took the position that investment 
should be controlling. 

Public regulation of utilities by ad- 
ministrative boards is bound to be 
political in character. In proper form 
it will not be partisan, nor subject to 
personal political influences, nor directed 
to accomplishing the ends ofa political 
party. It is political, however, in the 
sense that it represents the public policy 
of the state, within constitutional limits. 
If that public policy is enlightened, reg- 
ulation expressing it will be enlightened. 
If public policy is sound, the principles 
of regulation which express that policy 
will be sound. 

Within recent years state commissions 
have been inclined to emphasize the 
importance of attaching primary weight, 
in valuation cases, to the actual, legiti- 
mate, and prudent original cost of the 
properties to be valued. The fact that 
this policy has been more or less closely 
adhered to during a time of high prices 
has caused the charge to be made, in 
some quarters, that the commissions 
were controlled by motives of expedi- 
ency, and that they expressed, not a 
reasonable and proper public policy, but 
a popular demand, which was based 
neither upon sound economic principles 
nor upon enlightened public policy. 

Adherence to original cost as a prin- 
cipal measure of value may have been 
due in some cases to the fact that it 
offered a present means of keeping rates 
at lower levels than could be maintained 
if values were determined by other 
means. State commissions could not be 
unmindful of the force of popular 
opinion antagonistic to increased rates. 
It is hardly fair, however, to conclude 
that commissions were forced by popu- 
lar clamor to the adoption of a valua- 
tion policy which had only its appeal to 


prejudice to support it. Such a conclu- 
sion, if justified, would mean that state 
regulation of rates had seriously failed 
to maintain a fair attitude toward the 
utility business. Generally speaking, 
this charge has not been made and can- 
not be maintained. 


Attitude of Utilities toward 
Investment Standard 


By no means all of the utility com- 
panies have objected to a valuation 
method which stresses the importance 
of original cost. As an illustration, the 
experience of the Wisconsin Commis- 
sion may be cited. Since this country’s 
entry into the World War, that body 
has passed upon many more than a 
thousand applications of utilities and 
electric railways for authority to in- 
crease rates, in which several hundred 
companies were involved. The instances 
in which companies asked that their re- 
turn be based upon values expanded to 
give weight to prices which were much 
higher than original costs have been so 
few as to constitute conspicuous excep- 
tions. Surely a valuation method which 
has found such general acceptance 
among utility companies cannot be based 
only on expediency. There must have 
been reasons for the use of the method 
which commended themselves to the 
judgment of utility management. 

It is true that in many of the cases 
referred to, the companies were more 
concerned with getting relief for their 
pressing needs than they were to secure 
immediately a full fair return upon the 
value of their properties. Those times 
are some years in the past, however. 
There has been time enough for a full 
trial on the merits, but the companies 
which then voiced no serious objection 
to rates being based upon original cost 
still seem to be content with such basis. 
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It is also true that among the applicants 
in these cases were many community- 
owned properties, to whose owners the 
return on their utility investment was 
of minor importance; but even after 
making allowance for all such cases, the 
fact remains that, with infrequent ex- 
ceptions, the commercial companies, for 
whose owners the utility business was 
the principal or only business, have con- 
tinued to accept without protest valua- 
tions based principally upon original 
cost. It may be interesting to note also 
that the exceptions were confined almost 
entirely to companies with heavy cap- 
italization where expansion of values 
seemed to offer a convenient means, 
even if not a permanent one, of remedy- 
ing an unsound financial structure. 

No more than one instance is recalled 
in which a telephone company in Wis- 


‘ consin has asked for findings of value 


reflecting present-day prices on pre-war 
construction. Neither the Bell system 
company, which has over half of the 
telephone business in the state, nor the 
strong commercial independent com- 
panies have tried to secure such value 
as a rate base. What has been true of 
the telephone companies has been true, 
with the exception previously referred 
to, of the electric, gas, and electric rail- 
way companies. It would seem, then, 
that we cannot support the view that the 
policy of giving preponderant weight to 
original cost in public utility valuations 
has been dictated by motives of expedi- 
ency or that it has denied to the utilities 
relief which they had reason to expect. 
Although facts are not available as to 
the experience of other state commis- 
sions, the reasons which have led Wis- 
consin utilities to accept, almost without 
protest, the commission’s method of fix- 
ing the rate base, have been such that 
it may be assumed that other regulatory 
bodies have had a like experience. 


II. Justification of Investment Standard 
from Financial Point of View 


We may turn, then, to an analysis of 
these reasons and to a consideration of 
the soundness of the conclusions to 
which they point. It may be accepted as 


a well-established principle of law,’ 


despite a lack of judicial uniformity in 
its application, that the value of a public 
utility property in a rate case must be 
a value as of the time of the investiga- 
tion, and that an element to be con- 
sidered in the finding of such value is 
the cost of reproduction at that time. If 
a lesser rate base is fixed by the state 
and accepted by the utilities, it must be 
because the use of that lower base ap- 
pears to be in the interests both of the 
public and of the utilities. That the 
lower rates thus made possible are im- 
mediately in the public interest probably 
requires no demonstration. For the 
benefit to the utility we must look to the 
future. 

Market value of a public utility prop- 
erty may not have much bearing on 
the situation, but attention should prob- 
ably be called to what the market-value 
situation has been during a considerable 
part of the high-price period. For 
practical purposes, there may be said to 
be two measures of the market value of 
a utility. The first is the selling price of 
its securities; the second is the price at 
which the property would sell as a going 
concern to interests desiring to control 
the business. As to the second of these 
measures, the selling price of going 
public utility concerns is determined 
more by earning power, present or 
prospective, geographical location, and 
competition among purchasing com- 
panies to secure contro! of the field, than 
it is by physical valuation. This may 
seem inconsistent with the accomplish- 
ment of the purposes of regulation, but, 
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from observation of a very considerable 
number of such sales, it appears to be 
the truth. 

Prices of public utility securities have 
~ not been greatly influenced by changes 
in the cost of reproduction, although if 
rates and earning power are to be based 
on such cost it appears only reasonable 
to expect that in the long run security 
values will be affected. In general, 
values of utility securities declined very 
greatly, almost at the same time that 
cost of reproduction increased to a point 
far beyond former levels. The same 
thing was true of industrial securities. 
Industrial concerns, however, have earn- 
ing power that is not as closely related 
to any physical base as is the earning 
power of public utilities. Cost of re- 
production in many industrials has only 
a very limited effect upon value. To a 
great extent, the valuation of public 
utilities is based upon original cost or 
upon cost of reproduction or other facts 
related to physical property, only be- 
cause regulation makes necessary a 
measure of value differing from market 
value. Value, as measured by a sale 
price, does not change immediately or 
directly as cost of reproduction changes, 
and is affected by such changes only as 
earning power is affected. 


Effect of Using Reproduction-Cost- 
Standard in High-Price Period © 


What effect, then, will values based 
upon cost of reproduction have upon 
earning power? How will the modified 
earning power affect the stability of 


securities? What effect will this have - 


upon the cost of obtaining capital, and, 
since the cost of capital is an element 
in the cost of service, how will it affect 
the customer of the utility? 

To answer these questions it is neces- 
sary to understand the usual financial 
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structure of a public utility. The busi- 
ness is to a large extent conducted on 
borrowed money. At the end of 1924 
a group of gas and electric companies 
in Wisconsin, comprising all of the 
larger companies, had outstanding a 
long-term debt of over $147,000,000, 
preferred stock of over $52,000,000, 
and common stock of about $38,500,- 
000. Over 60% of the securities were 
outstanding for money borrowed, and — 
considerably less than 20% was common 
stock. That is, less than one-fifth of the 
capital was in a position to benefit from 
increased earnings or to suffer from a 
decrease, unless that decrease should be 
beyond any that might reasonably be 
anticipated. In individual companies 
the long-term debt approached 70% of 
the total, and the common stock was as 
low as 15%. Ai financial structure con- 
taining 60% of bonds and 20% each of 
preferred and common stock is not un- 
usual, although some of the more con- 
servative companies are working toward 
a structure of 50% in bonds and the 
other half divided equally between pre- 
ferred and common stocks. 

With only 20% of the securities in 
the form of common stock, the returns 
on 80% of the capital are limited to 
rates specified in the bonds or in the 


preferred stock certificates, except in 
the somewhat unusual case of partici- 


pating preferred stock. Likewise, the 
extent of participation in the assets of 


; the business upon payment of the bonds 


or retirement of the preferred stock, or 
upon liquidation, is covered by contract. 
Four-fifths of the capital is represented 
by securities whose holders have no 
chance of speculative profit and who 
should be removed, as far as possible, 
from the danger of speculative loss. 

/ With this typical financial structure in 


fac we may ask what the effect of the 
u 


se of valuations based on cost of repro- 
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duction at current prices would be upon 
the stability of utility securities and 
upon their holders. During the past 
few years the cost of reproduction of 
utility properties has exceeded corre- 
sponding pre-war costs by from 50% to 
100% and perhaps by even larger per- 
centages for some classes of property. 
A large amount of property has been 
added at high prices, in greater propor- 
tion in the electrical and telephone util- 
ities than in water, gas, or street-railway 
concerns. At the beginning of the high- 
price period, practically all of the in- 
vestment, necessarily, had been made at 
much lower price levels. With only 
20% of the capital structure composed 
of common stock, an increase of 60% in 
value of the property—a conservative 
increase if reproduction cost at current 
prices were to control in valuation— 
would multiply the property value back 
of that stock by four. The element of 
speculation would have become very 
important. 


Use of Cost-of-Reproduction Standard 
during Falling Prices 


Commissions have frequently called 
attention to the danger to which a con- 
sistent use of the current reproduction 
cost basis would lead if a period of 
marked decline of prices should be en- 
countered. The criticism has sometimes 
been made that those charged with the 
duty of administering regulatory laws 
conjured up this danger to support them 
in a refusal to recognize high reproduc- 
tion costs at a time when such recogni- 
tion would have meant rather general 
rate increases. We cannot inquire into 
the mental processes of commissioners, 
but we can test the soundness of their 
argument by reference to actual con- 
ditions and to what may reasonably be 
expected as to price trends. 


If reproduction cost were to decrease 
to a level 20% below investment, the 
property values back of common stock 
would be entirely wiped out by valua- 
tions based on current reproduction 
costs. It may be natural, at a time 
when high-price levels would make re- 
production valuations immediately ad- 
vantageous to the common stock, for 
the holders of such stock to feel that 
present advantages, real and tangible, 
more than offset the dangers which, 
after all, may not actually be encoun- 
tered. What is to be expected in the 
way of future price levels we may leave 
for discussion by those who think they 
can forecast such levels. We know, 
however, that some of the elements in 
public utility construction have actually 
declined very much in cost. For some 
time past the price of copper, an im- 
portant material in electrical construc- 
tion, has hardly exceeded half of the 
price actually paid by some companies 
a few years ago. In some localities, at 
least, the labor cost of construction has 
decreased considerably, perhaps due as 
much to increased efficiency as to re- 
duced wage rates. One of the large 
utility properties in Wisconsin was built 
entirely since 1917, part of it at prices 
higher than the present level. 


Investment Standard Protects Capital 


Leaders in the electrical industry 
estimate its capital requirements for the 
next decade at from $600,000,000 to 
$1,000,000,000 a year. If high prices 
continue for 10 years, there will be far 
more high-priced construction in the 
electrical and telephone systems than 
there will be property built at pre-war 
prices. With the certain demand for 
enormous amounts of capital during 
years in which no great recession of 
prices can now be anticipated, it is not 
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unreasonable to look for the time to 
come when valuations at then current 
reproduction costs will scale down 
actual, prudent, and necessary invest- 
ment, perhaps so far as to wipe out all 
property values supporting the common 
stock, and even to depreciate that to 
which the holder of preferred stock 
looks for his protection. With utilities 
going further and further in the sale of 
preferred stock to customers, the effect 
of weakening the preferred stockhold- 
ers’ position may be even more serious 
than where the bondholders are affected, 
because the success of the whole under- 
taking is largely dependent on the atti- 
tude of the customer. 

Up to the present time, the general 
situation is that increases which would 
result from application of current prices 
to pre-war construction more than offset 
the shrinkage resulting from placing 
such prices on property built at ex- 
tremely high prices; but even now this 
situation is not universal and in a few 
years, if there should be any material 
decline in construction costs, it will not 
even be the usual one. If prices do not 
go to lower levels, utility capital will be 
safe in asking for valuations based on 
current prices. If prices do decline, and 
especially if that decline does not come 
for seven or eight years, invested cap- 
ital will be impaired by such valuations. 
There seems to be sufficient prospect of 
eventual lowering of prices to justify 
the warning sounded by the public 
service commissions against a policy of 
inflating values to levels that may not 
be maintained if the method of valua- 
tion which produced the inflation is fol- 
lowed consistently. The wisdom of 
those companies which have not sought 
for values higher than original cost may 
yet be demonstrated, provided the in- 
vestment basis can be followed consis- 
tently, regardless of current price levels. 


263 


Investment Standard and Cost 
of Capital 


Not only does the investment basis 
seem to offer the best assurance of pro- 
tection to capital, but the logic of the 
situation points toward a saving to the 
public in at least one important respect 
—the cost of the capital required for 
the business. If rates are to be so fixed 
as to yield a fair return on reproduc- 
tion cost, the common stockholder’s 
dividend will increase as prices rise, and 
fall as prices go down. If reproduction 
cost should be 20% less than invest- 
ment, all that the common stockholder 
in a typical utility could receive would 
be the margin left after the interest and 
dividend payments on bonds and pre- 
ferred stock had been taken out of a 
fair return on a value only equal to the 
investment of bond and preferred stock- 
holders. A severe decline might leave 
the common stockholder with no earn- 
ings on his holdings. 

The tendency of reproduction-cost 
valuations, unless we are prepared to 
assume that prices will not decline at all, 
must be to make the common stock’s 
position a speculative one. If price 
changes are severe, such stock will be 
taken entirely out of the investment 
class. Although only very radical re- 
ductions could affect the security of the 
bondholder, it is entirely possible that 
the investment position of the preferred 
stock may be injured. 

A utility which has consistently earned 
a substantial dividend on its common 
stock can borrow money more cheaply 
than one whose entire earnings are re- 
quired for interest and preferred stock 
dividends. The security market is decid- 
edly sensitive to such conditions. It is 
a difficult matter to measure the differ- 
ence in interest rates from this cause, 
because of other complicating factors; 
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but that the difference does exist is 
within the knowledge of every public 
utility manager, of every investment 
banker, and of every public service com- 
mission. 

The effect on cost of capital does not 
end with the bond interest rate. The 
dividend rate on preferred stock and the 
very possibility of preferred-stock finan- 
cing is controlled largely by the amount 
of earnings above bare dividend require- 
ments. In one rather small Wisconsin 
city, one of the local utilities, having a 
good record of earnings, recently sold 
to its customers a $500,000 issue of pre- 
ferred stock with a 614% dividend rate, 
with no solicitation other than a brief 
notice sent with the monthly service 
bills. In the same city another utility, 
not so favorably situated as to earnings, 
has for years been selling preferred 
stock carrying a higher dividend rate. 
This company has been using advertis- 
ing rather freely, and yet its total sales 
have not approached $250,000. To 
refer to such situations is merely to 
state what all realize to be the truth, 
that the stability of a favorable earning 
position enables the industry to employ 
capital cheaply. Such stability can be 
secured only if the utility is permitted 
to earn a fair return upon a stable base, 
and no base can contain the elements 
of stability if it changes with every 
change of price levels. 


Investment Standard and the Supply 
of Capital 


Although it may not completely define 
what constitutes a fair return, the state- 
ment has frequently been made that a 
return is fair which promotes the free 
movement of capital into the public 
utility business. For that capital which 
ordinarily secures no part in manage- 
ment and has no possibility of specula- 


tive profit and which is free to enter the 
business or to go into other lines, it 
almost begs the question to say that a 
fair return is the element which controls 
investment in the utility business. For 
the common stock, the continuance over 
a period of years of a return adequate 
to produce for dividends and surplus the 
customary wage of capital similarly sit- 
uated would be sufficient inducement to 
secure the flow of capital to the business, 
if such flow were not artificially con- 
trolled. No better proof of this need 
be offered than the increasingly wide 
distribution of the common stock of the 
American Telephone and Telegraph 
Company. Stability of values and of 
earning power was sufficient to create 
an ever-increasing demand for this stock 
before any recognition of enhanced 
values in rate cases. Although the 
American Telephone and Telegraph 
Company might well have the prospect 
of as great immediate and perhaps tem- 
porary gain as any other utility, by hav- 
ing values of all subsidiaries established 
upon current price levels, it required 
no such means to secure an adequate 
supply of capital for common-stock in- 
vestment. 

In many utility undertakings the 
opportunity for direct investment in 
common stock has been restricted by the 
necessity of keeping control in the hands 
of the holding company. Instead of 
the common stock being available for 
general public purchase, various debt is- 
sues and preferred stocks of holding 
companies are offered. Seemingly no 
demonstration is required to establish 
that stability of earnings and of under- 
lying property values is hardly less im- 
portant in attracting capital investment 
into such securities than it is in attract- 
ing it directly to investment in corre- 
sponding securities of operating com- 
panies. 
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Investment Standard and the Holding 
Company 


There remains the question whether 
stability of earnings based on stable val- 
ues will attract that portion of the cap- 
ital represented in the control of the 
holding companies. Here we are deal- 
ing more or less with personal views of 
the investors. Such control may be, and 
often is, in the hands of a few individ- 
uals. The availability of this capital for 
the public utility business, if values are 
based upon original cost, will be con- 
trolled to greater or less degree by the 
attitude of a limited number of persons. 
There can be no question that in some 
holding companies the controlling capi- 
tal has been attracted by the specula- 
‘tive possibilities associated with present 
price levels. It is true, also, that utility 
holding companiesor, as some are self- 
styled, “investment” companies have de- 
veloped enormously since the recent 
great increase of prices. It is equally 
true, however, that many of such com- 
panies were organized and furnishing 
capital to the utility business long be- 
fore the possibility of speculative profit, 
resulting from increased prices, had ap- 
peared. There is no reason to believe 
that the important place occupied by the 
holding company would not have been 
filled if prices had stayed at pre-war 
levels, or, in other words, if a marked 
difference between original and repro- 
duction costs had never developed. 
Neither do the facts seem to indicate 
that adherence to original cost in valua- 
tions would now prevent the free flow 
of capital into the utility business. 
Witness the situation of the American 
Telephone and Telegraph Company, 
previously referred to, and the fact that 
many large utilities have not sought to 
establish a rate base founded on pres- 
ent prices. Some individual capitalists 


might be missing from holding-company 
circles, but those companies that are 
most closely associated with establishing 
the industry in its present place would 
hardly be affected. Some of them would 
be left, as the result of valuation meth- 
ods, exactly in the position they have 
voluntarily taken. 

It is not the purpose of this paper 
to attempt to bridge the gap between 
the legal conception of fair value, a con- 
ception somewhat vague and incom- 
pletely stated, and the original-cost 
basis. It is hoped merely to point out 
certain advantages to customers and 
capital in as close adherence as the state 
of the law will permit, to original cost 
as a measure of the proper rate base. 
To the customer it should, in the long 
run, mean a lower rate for service, be- 
cause the stability afforded to invested 
capital should make it possible to secure 
cheaper capital. To the investor in 
bonds or in preferred stock there should 
be an advantage in the very stability of 
values even when fluctuations in repro- 
duction-cost valuations might not be se- 
vere enough to endanger the actual 
payment of interest or dividends. The 
common stockholder, if he represents 
capital which is devoted to building an 
industry for the purpose of making prof- 
its from its continued operation, will 
benefit from better assurance of sus- 
tained earnings. The speculative chance 
will be minimized but the stock should 
have a sound investment position. Many 
such stocks have that position today 
and in by no means all cases are their 
owners willing to jeopardize it. 

Billions of dollars will be needed in 
the utility business. Whatever strength- 
ens the permanent investment position 
of its securities or of those of its hold- 
ing companies makes them more at- 
tractive to the millions of people who 
must supply the capital, reduces the cost 


i 


| 
| 
| 
| 
fr. 


266 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


of money, and benefits all except the 
speculator—to whom, after all, a regu- 
lated business makes a poor appeal. 


III. The Treatment of Depreciation 


The title of this paper refers to the 
use of undepreciated investment as a 
rate base. Certain advantages of in- 
vestment, or, more properly speaking, 
of original cost, over current reproduc- 
tion cost, as a rate base, have been dis- 
cussed. Such a rate base may not be 
value in the present judicial interpreta- 
tion of that term. It is not the writer’s 
purpose to speculate whether such cost 
might ever properly be used as value in 
such cases, for example, as those of mu- 
nicipal purchase of a utility business or 
property. Whether or not original 
cost, modified by proper recognition of 
such elements as going-concern value, 
can be construed to be “value” in the 
sense that that term is used in rate cases 
is also perhaps beyond the scope of this 
discussion. This standard will meet the 
test of producing the necessary capital, 
however, provided always that such 
elements as the value of the business, 
distinct from the value of physical prop- 
erty, are not ignored. If that capital is 
freely supplied as rapidly as needed by 
the industry, it is difficult to conclude 
that a fair return is denied. To the 
writer, therefore, a distinction seems 
possible between the legal idea of fair 
value and the business conception of a 
reasonable rate base, although this is 
not altogether easy to explain. 

In what has been said thus far, no 
reference has been made to the effect of 
accrued depreciation upon the rate base. 
The attempt has been, rather, to outline 
the economic justification for the use of 
original rather than current reproduc- 
tion cost, without reference to the effect 
of depreciation on either. What is said 


here as to the use of a rate base without 
deduction for depreciation applies 
equally to valuations based upon orig- 
inal cost and to those based upon current 
reproduction cost or upon any other 
level of prices. 

Recognition of depreciation in the 
physical property of a utility has been 
quite general in court and commission 
decisions. Many of the leaders in the 
railroad and utility businesses, however, 
contend that, unless the properties have 
been neglected and current repairs de- 
ferred, there is no actual depreciation, 
that their properties can have an estab- 
lished business only when many parts 
have been in service for some time, that 
this is the condition for which the com- 
pany builds, that such property furnishes 
service equal to, if not better than, that 
which could be furnished by a new prop- 
erty, and that it has not actually de- 
clined in value. Without attempting to 
determine the soundness of this position, 
it should probably be said that many 
utility men have been willing to back 
their conclusions by buying properties at 
prices which did not appear to reflect 
any accrued depreciation. 

Recently some decisions of the lower 
federal courts have held, in effect, that 
there should be no deduction from the 
rate base on account of accrued depre- 
ciation or on account of the accumula- 
tion of reserves to meet retirement 
losses. There have also been a consider- 
able number of commission decisions in 
which there was no direct reflection of 
either accrued depreciation or accumu- 
lated reserves in the rate base. This 
raises the question whether such deci- 
sions are not inconsistent with earlier 
cases in which a deduction for deprecia- 
tion was sanctioned. The answer to this 
would appear to depend entirely on the 
conditions to which the seemingly con- 
flicting doctrines have been applied. 


| 
te 
cc 
vi 
in 
re 
ul 
vi 
fle 
in 
na 
ac 
st 
cle 
el; 
th 
cu 
Ov 
eq 
th 
be 
fo 
as 
th 
“we 
fe: 
sa. 
ac 
ne 
pr 
sel 
th 
ize 
po 
ple 
tir 
the 
to 
wh 
use 
ye 


UNDEPRECIATED INVESTMENT AS A RATE BASE 267 


Two Views of Depreciation Reserves 


In order to make an intelligible at- 
tempt to reconcile these holdings, it be- 
comes necessary to analyze two extreme 
views regarding the methods of provid- 
ing, and the purposes to be served by, 
reserves for losses completely realized 
upon retirement of property. The first 
view, which approaches that usually re- 
flected in accounting in manufacturing 
industries and that responsible for deple- 


~ tion allowances in industries consuming 


natural resources, is that there is an 
actual depreciation from the date of in- 
stallation of a unit of property, rather 
closely proportionate to the ratio of 
elapsed life to total life expectancy of 
the unit, and that a reserve should be ac- 
cumulated in equal annual instalments 
over the life of the unit, sufficient to 
equal its cost at date of retirement. As 
this method would result in a reserve 
being provided/on a straight-line basis 
for all property classed as depreciable, 
assets would have been withheld from 
distribution as dividends which, when 
the business became fully developed, 


‘would approximate one-half of the dif- 


ference between the original cost and the 
salvage value of the property. The 
actual retirement losses after the busi- 
ness had “reached its gait” would ap- 
proximate the current credits to the re- 
serve, so that the reserve accrued during 
the years before retirements were real- 
ized would be carried forward with no 
possibility of its being used to meet com- 
pleted losses until the property in its 
entirety ceased to function. 

Adherents of the second view, if en- 
tirely logical in their position, look upon 
the utility business as one not expected 
to terminate and, therefore, as one in 
which there will never be occasion to 
use the reserve accumulated in early 
years, to meet a realized and completed 


loss. They contend that because of this 
there is no need of providing a reserve 
on such basis and that all that is needed 
is a balancing reserve to meet actual re- 
tirement losses when and as they occur. 
They take the position that provision 
of the reserve which, according to their 
view, will never be needed to meet 
losses, is merely a means of securing 
capital from the customers. 


Deduction of Depreciation Reserves 
from Rate Base 


Regardless of the ultimate usefulness 
of such reserves to meet completed losses 
—which turns upon theories of actual 
value and expectancies as to the perma- 
nence of the utility business—there can 
be no question that a reserve built up 
on a straight-line basis serves the pur- 
pose of providing capital for the busi- 
ness without actual interest or dividend 
disbursements. 

The use of an undepreciated rate base, 
then, in connection with a charge to 
operating expenses sufficient to provide 
a reserve on a straight-line basis, would 
mean that a return would be allowed to 
investors not only on investment repre- 
sented by securities and surplus, but also 
upon funds furnished by customers to be 
used when retirements actually occur, 
and which, in the meantime, serve the 
purpose of general capital of the enter- 
prise. A deduction for accrued depreci- 
ation seems entirely logical in such 
circumstances. 


No Deduction of Retirement Reserve 
from Rate Base 


Where the reserve provided is only 
enough to absorb retirement losses as 
they occur, the total credit balance will 
usually be relatively small. Some advo- 
cates of the “retirement-reserve” theory 
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go as far as to say that temporary debit 
balances are of no significance, that the 
only purpose of carrying the reserve ac- 
count is to furnish a means of distrib- 
uting retirement losses over a period of 
years, and that, in fact, no real reserve 
need be provided. It is their position 
that the so-called retirement reserve is 
only a vehicle for distributing losses and 
that the existence of a credit balance is 
more or less fortuitous and not an indi- 
cation that a reinvested reserve has sup- 
plied a part of fixed capital. 

In the recent cases wherein the lower 
federal courts have refused to make a 
deduction from the undepreciated totals, 
in arriving at a rate base, such reserves 
as have been provided to meet property 
losses appear to have been accumulated 


‘on the retirement principle, and not to 


have served to relieve the companies 
from furnishing all of the capital needed 
for construction work by means of the 
sale of securities or the investment of 
surplus earnings. Little or none of the 
capital, under such circumstances, would 
have been furnished by customers 
through the payment of rates. All of 
the capital is entitled to earnings and, 
if earnings are denied, the sources of 
capital will be dried up. Where the re- 
serve that has been provided is a “‘re- 


- tirement” rather than a “depreciation” 


reserve, a deduction for accrued depreci- 
ation does not seem fair. 

If the straight-line method of provid- 
ing for depreciation is contrasted with 
the theory that losses of value occur 
only as retirements are made, we find 
in the use of the former a logical reason 
for reducing the rate base on account of 
accrued depreciation and in the accep- 
tance of the latter equally cogent rea- 
sons for not doing so. The reasoning 
supporting these conclusions, however, 
has not been generally applied by the 
courts and only in part by commissions. 


The Sinking-Fund Method 


Some, at least, of the state commis- 
sions which have not subscribed to the 
full “retirement” program have never- 
theless been accustomed to make no di- 
rect deduction from the rate base on 
account of depreciation. In other 
words, the gross amount of capital is 
considered to be entitled to .a return, 
even though part has been secured from 
rates for service. Out of this total re- 


turn a portion must then be credited to - 


the depreciation reserve which is accu- 
mulated under what is known as the 
sinking-fund method. The undepreci- 
ated rate base is properly used in con- 
nection with this sinking-fund method 
of building the depreciation reserve. 
Earnings are permitted on undepreci- 
ated capital. Part of this capital, which 
is measurable, under normal conditions, 
by the credit balance of the reserve ac- 
count, has been furnished by customers 
to provide against losses that are not 
complete until property is retired. If 


_ earnings are permitted on the undepreci- 


ated whole, a part of those earnings 
should be used to build up the reserve. 
To the extent that such provision is 
made, the amount that must be set aside 


as a charge to operating expenses is re- - 


duced. Through such reduction the cus 
tomer is virtually paid interest for the 


use of reserve capital supplied by him , 


through his payments for service. Se- 
curity holders receive returns on their 
investments only, which is what they 
would receive if the rate base itself were 
reduced on account of depreciation. The 
use of an undepreciated rate base and 


a.sinking-fund provision for deprecia- 


tion is really, therefore, a means of giv- 
ing effect to accrued depreciation in the 
rate base. 

To the public service commission us- 
ing this method, the problem is one of 
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the mechanics of rate regulation rather 
than one of economics. The result to 
the investor and to the public, over the 
life of the property, is the same as that 
accomplished by the use of a depreci- 
ated base and a straight-line provision. 


Significance of Undepreciated Invest- 
ment Standard 


Original cost may not be value. It 
may not even be the most important in- 
dication of value. There may be a dis- 
tinction between value and such rate 
base as will adequately compensate and 
attract capital. In practical rate regula- 
tion, original cost seems to offer assur- 
ance of stability, of comparatively cheap 
capital, and of adequate compensation 
for capital, and these factors have led 
to its use as a major element in the rate 
base, even though/such base may not be 
identical with value. 

Similarly, a fate base that is not di- 
rectly depreciated may not be the value 
of the property; but it produces, if prop- 
erly used, the same results as could be 
attained by direct deduction, and the 
convenience and ease of its use and ap- 
plication have led to its adoption by sev- 
eral commissions. 

_ It is not fair to draw the conclusion 
from this that those commissions take 
the position that there is no deprecia- 
‘tion in a public utility property. The 
sound conclusion, where the provision 
for depreciation is placed upon a sink- 
- ing-fund basis, is that the commissions 
did conclude that there was an accrued 
depreciation, and that the convenient 
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method of recognizing the fact was by 
requiring a part of the return on the 
undepreciated rate base to be credited 
to the reserve. . 

In some instances commissions have 
reduced the rate base on account of the 
depreciated condition of the property 
and have allowed as an operating ex- 
pense only such charge for depreciation 
as would be sufficient on a sinking-fund 
basis. The effect of this procedure, if 
fully applied, is to permit the business 
to earn a return only on capital repre- 
sented by securities and by surplus. Out 
of this return there would have to be 
credited to the reserve the equivalent 
of interest, in order that an adequate 
reserve might be accumulated. As a 
result, the security holder would not be 
in a position to take for his own a full 
return upon his actual investment. If — 
a sinking-fund basis of providing the re- 
serve is to be used, there is no warrant 
for direct depreciation of the rate base. 

The adherence of public service com- 
missions to original cost has been based 
upon what appeared to them to be sound 
public policy, even though it might not 
be complete acceptance of the law of 
valuations. The use of an undepreciated 
rate base has been a convenient way, 
when coupled with the sinking-fund © 
method, of building up the reserve, of 
recognizing the existence of accrued de- 
preciation. It has not constituted a de- 
nial that public utility property is sub- 
ject to the effect of depreciation. 

Epiror1aAL Note: Mr. Mathew’s article is the first 
of a series dealing with various aspects of public 


utility valuation problems from different points of 
view. 
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THE REAL ESTATE CODE OF ETHICS 


By HERBERT U. NELSON 


speaking countries, which relates 

to business and industries, is 
largely an expression of trade customs 
of past centuries. These customs were 
crystallized into law several generations 
ago. The growth of the modern eco- 
nomic structure has been so rapid, and 
its diversification so tremendous, that it 
has far outstripped the law despite the 
relative flexibility of the common-law 
and equity courts. As a consequence, a 
vast number of abuses and situations 
for which the common law has no ade- 
quate remedy have arisen. For this rea- 
son courts of equity were early formed 
to supplement the common-law courts 
in cases where common-law principles 
were unjust in application to particular 
cases or were lacking. Although at first 
the two types of courts were distinct, in 
more recent times they have been 
merged, and judgments in equity or in 
common law are now usually rendered 
by the same court in the United States. 
But even the courts of equity, designed 
as they were to correct the deficiencies 
of the common law, have been unable 
to keep pace with the rapidly changing 
customs and practices of business. 


"Tce common law in English- 


Significance of Codes of Ethics 


In this situation codes of ethics per- 
form a function that is similar in some 
respects to that of early equity courts. 
Trade and vocational associations, 
brought together in the first instance by 
a desire to promote their own interest 
through exchange of experience and 
through common action in matters of 
policy, have sensed this lag of the law 


behind business practice. Especially in 
the last few years have trade associa- 


tions tried to meet this situation by set- 


ting up standards of practice, or codes 
of ethics, to serve as guides for their 
own members as well as for the public. 
It is noteworthy that during the past 15 
years more than 100 national trade and 
vocational organizations, not to men- 
tion many regional or local associations, 
have adopted such standards of practice. 

It is significant that such standards 
are often called codes of ethics. This 
nomenclature is a recognition of the 
fact that there is a moral content in the 
inhibitions which any trade association 
sets up for its members. It is a recog- 
nition of the fact that any trade or vo- 
cation has a responsibility to society as 
a whole for the activities of its mem- 
bers. It is an admission that the ordi- 
nary acts of business have repercussions 
in the social structure for which business 
men must accept responsibility. It is 
further evidence of the growing realiza- 
tion that regard for the public welfare 
is good business practice. 

The essential feature of a code of 
ethics is that it embodies the business as 
well as moral judgments of the group of 
men who actually furnish a service. It 
is not superimposed from without, but 
springs from within, a business or pro- 
fession. Implied in these codes is a 
separation of the good from the bad 
practices and a formulation of the so- 
cially good practices as a standard of 
conduct for all members of the business 
group. At the heart of a well-consid- 
ered code of ethics is the idea of public 
service—that the best practices from the 
public point of view are also the best 
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practices from the private point of view. 

The codes of ethics which have been 
prepared during the past 15 years cover 
almost the entire range of American 
business. The academician may note 
with some amusement that the ice-cream 
manufacturers or the icemen have a 
code of ethics. The fact that they and 
so many other types of business do have 
such codes, however, is one of the most 
significant phenomena of current times. 
It is many times more significant with 
regard to the future of our society and 
our business structure than the political 
news which holds the center of the 
stage. It means that American business 
is developing a social conscience. Amer- 
ican business is admitting that individ- 
ualism must be tempered with due re- 
gard for the general welfare, that the 
purpose of business activity is not profit 
solely, but a service to society. 

Adoption jhe Real Estate Code 

Among the first codes of ethics to be 
adopted was that of the National 
Association of Real Estate Boards. 
Previous to that time (1908) only three 
other codes had been adopted in 
this country. These were the codes 
of the United Typothetae, medicine, 
and law. 

When the Real Estate Code of Ethics 
was first promulgated, there were many 
debates concerning its advisability. 
Many men in the real estate business 
felt that the very adoption of such a 
code carried the unfavorable implication 
that men were guilty of practices which 
necessitated such action. Many mem- 
bers felt that it was no part of the duty 
of a trade association to attempt to 
govern the business conduct of its mem- 
bership. All that was needed, they 
said, was a sincere willingness to deal 
fairly with every one. If a man were 
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actuated by such motives, he needed no 
specific guides. 

Opponents of this point of view re- 
torted that a code was necessary be- 
cause, although all the members might 
desire to do the right thing, they could 
not always agree on what the right 
thing was. It was pointed out that the 
average man in the real estate business, 
as well as in other lines of business, did 
try to deal fairly with every one. The 
man who was guilty of deliberate wrong- 
doing was probably exceptional and 
would not, in any event, be bound by 
regulations voluntarily assumed. How- 
ever, in a given typical situation where 
personal interests were involved, re- 
sponsible men would have honest differ- 
ences of opinion as to the correct course 
of conduct. In view of this difficulty, 
therefore, it was deemed necessary that 
the lessons of experience should be 
assembled and formulated, and that the 
collective conscience of the entire voca- 
tion should speak its mind with regard 
to the right course of conduct in the 
typical situations which daily confront 
the real estate man. 

The code was adopted. It was sent 
broadcast throughout the country and 
was read with interest by real estate 
men and by the public. There were, 
however, no sanctions behind the code, 
except that of the force of opinion. 
Nevertheless, the code established cri- 
teria by which conduct in the real estate 
business came to be judged both by the 
public and by those practicing the busi- 
ness. This process went on for 15 years 
until, by a process of reiteration and 
education on the part of the leading men 
in the association, the code was more or 
less taken for granted. 


Enforcement of the Code 


A year ago, at the annual convention 
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of the national association in Washing- 
ton, the committee on ethics presented 
a revised code which formulated still 
more clearly and definitely the obliga- 
tions of the real estate man in a given 
situation. The revised code was ac- 
cepted without debate, and this con- 
vention went much further. It approved 
a by-law which made obligatory the 
adoption of the code by all the 516 
boards constituting the national associa- 
tion, and imposed upon these boards the 
duty of rigidly enforcing the code 
against all members in their respective 
jurisdictions. Any board which neg- 
lected to enforce the code might be ex- 
pelled from the association. This by-law 
placed behind the code a stronger moral 
sanction than had previously prevailed. 

We are aware that sceptics have 
sometimes questioned the efficacy of this 
code on the ground that the sanction is 
a mere paper sanction that is never en- 
forced. But it should not be forgotten 
that the mere existence of the code, 
adopted and supported by leading suc- 
cessful real estate men in a community, 
constitutes a check upon the conduct of 
those who might be disposed to overstep 
the line. In almost any business, men 
hesitate to incur the moral disfavor 
of their business associates. More- 
over, instances are recorded where 
disciplinary enforcement has been ap- 
plied. I have in mind a recent case of 
a real estate dealer who misrepresented 
to a prospective house purchaser the 
quality and condition of a furnace. The 
dealer was suspended from the board. 
And although the national association 
has not yet had occasion to suspend a 
member board for not living up to the 
code, there is no reason to suppose that 
the association would not take this step 
if the situation required. The accep- 
tance of a law cannot be adequately 
gaged by the discipline of its breaches. 


On the other hand, there is ample 
evidence that the code today is taken 
seriously. It is an active guide to busi- 
ness policy. It is, on the whole, as care- 
fully observed as though it were written 
into the statutes. 


Scope of the Real Estate Code 


The realtor’s Code of Ethics today is 
divided into four parts. The first part 
has to do with professional relations. It 
sets forth the duty of the realtor to 
share the lessons of his experience with 
others through his organization, the 
real estate board; his obligation to settle 
controversies with other realtors by 
arbitration; to submit to the officers of 
his board all pertinent facts when he is 
charged with unethical practice; to avoid 
criticism of a competitor; to let a com- 
petitor’s transactions alone; to respect 
his competitor’s clientele. 

The second part of the code sets forth 
the realtor’s duties to his clients. As a 
rule, a real estate man is, under the 
general law of agency, the legal repre- 
sentative of the owner. He is directed, 
however, to be fair to a purchaser or 
tenant, although his primary obligation 
is to his client. He is forbidden to buy 
for himself property entrusted to him 
for sale, without first making his posi- 
tion clearly known to his client. He is 
forbidden to give offhand opinions as 
to values, and is directed to render such 
opinions only after having collected the 
necessary data and formulated them 
into a reasoned judgment. He is for- 
bidden to accept commission, rebate, or 
profit on expenditures made for the 
owner without the owner’s full knowl- 
edge and consent. He is directed to 
have a written contract with his client, 
setting forth clearly the obligations of 
each party, so as to eliminate the errors 
and misunderstandings that arise from 
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purely verbal agreements. He is di- 
rected not to enter into an exclusive 
contract to sell property for an owner 
unless he is prepared to render an ade- 
quate service. He is directed to render 
appraisal services in a professional man- 
ner, regardless of expediency or instruc- 
tions from clients that might tend to 
warp his judgment. 

As an illustration of how rules of 
conduct among business men creep into 
the established law, the case of Max- 
well v. Massachusetts Title Insurance 
Company, 206 Mass. 197 (1910), may 
be cited. The main point at issue was 
a real estate broker’s right to act as an 
agent and a purchaser for his own ac- 
count at one and the same time. On 
that point the court said, citing a prin- 
ciple which is derived from early prin- 
ciples of equity in agency cases: 

A broker cannot purchase for his own use 
the property entrusted to him to sell. His 
fiduciary obligation requires him to procure 
the highest price obtainable, while his per- 
sonal interest as a buyer is directly antago- 
nistic to that of his principal. The attempt 
of a broker thus to serve two masters is a 
fraud upon his employer, and is against pub- 
lic Policy, and deprives him of any right to 
a commission. 

This principle, as the court said in 
an earlier case, is not only well-settled 
in law, but is “common business moral- 
ity.” Although this rule is old in legal 
history, its appearance in the law shows 
how equity courts took over the moral 
standards of business men. 


The Public Relations of Realtors 


The third part of the code consti- 
tutes a new element in such documents. 
It sets forth the relationship of the real 
estate man to his customers and to the 
public. As a rule, most business codes 
have dealt almost exclusively with inter- 
trade or interprofessional relationships. 
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The realtor’s code, however, recognizes 
that the good transaction is the one 
which benefits all parties concerned in 
it, and that it is the obligation of the 
realtor not only to serve his client, the 
owner, but also to serve and have due 
‘regard for the interests of the buyer 
and the public. In this part of the 
code, therefore, the realtor is directed. 
to protect buyers and the public against 
fraud and misrepresentation; to offer 
property solely on its merits without 
any exaggeration or misleading repre- 
sentation; to have in hand exact data 
concerning all property offered, so that 
he may inform buyers and the public 
accurately. He is forbidden to offer 
property at a price higher than that 
which the owner has openly agreed to 
take. If he has an ownership interest 
in any property which he offers for sale, 
he must disclose such interest to all 
parties to the transaction; otherwise it 
is clear that his function as a middle- 
man could not be disinterested. He is 
directed to inform the purchaser that 
he is acting in the seller’s interest, so 
that the purchaser may have this fact in 
mind and properly safeguard his inter- 
ests. He is forbidden to accept com- 
pensation from more than one party 
to a transaction without the full knowl- 
edge and consent of all. He is pro- 
hibited from permitting any property in 
his charge to be used for illegal or im- 
moral purposes. He is instructed to 
advise the use of legal counsel whenever 
the interests of any party to a transac- 
tion would seem to require it. He is 
directed to inform all parties fully and 
in detail as to his own charges when- 
ever an agreement to a transaction is 
arrived at, so as to avoid later misun- 
derstanding. He is directed to have all 
contracts and agreements in writing. 
He is forbidden to introduce into any 
neighborhood a character of occupancy 
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or of property, the members of any race 
or nationality, or any individuals whose 
presence will be detrimental to the 
neighborhood and to its property 
values. No instructions from a client 
can in any degree abrogate the realtor’s 
obligation to the code. 

The fourth part of the code consists 
of suggestions to the public. It is rec- 
ognized that the public is not subject to 
regulation. If the general public, how- 
ever, in its dealings with real estate 
men will respect the standards of prac- 
tice which they have themselves set up, 
every one can act on certain common 
understandings and every one will bene- 
fit. The public, therefore, is urged, 
when dealing with a broker, to consider 
the relationship a confidential one and 
not to quote to others the terms and 
properties which a broker offers. It 
is suggested that by selecting a single 
experienced broker and dealing exclu- 
‘sively with him, one will obtain better 
service in the long run. It is suggested 
also that no one should offer his prop- 
erty for sale unless he is ready and 
willing to sell it at the price quoted. 
Many persons offer property for sale 
only in order that they may gain some 
knowledge of its market value, and 
have no intention of consummating a 
transaction. Naturally such action leads 
to difficulties. Owners of property are 
urged to assume the same attitude to- 
ward a realtor’s judgment with respect 
to property as they would toward the 
expert opinion of a doctor or lawyer. 


A Declaration of Faith 


In the preface to the code occur the 
following statements : 


Under all is the land. Upon its wise 
utilization and widely allocated ownership 
depend the survival and growth of free in- 
stitutions and of our civilization. The real- 


tor is the instrumentality through which the 
land resource of the nation reaches its high- 
est use and through which land ownership 
attains its widest distribution. He is a crea- 
tor of homes, a builder of cities, a developer 
of industries and productive farms. 

Such functions impose obligations beyond 
those of ordinary commerce; they impose 
grave social responsibility and a patriotic 
duty to which the realtor should dedicate 
himself, and for which he should be diligent 
in preparing himself. The realtor, therefore, 
is zealous to maintain and improve the 
standards of his calling and shares with his 
fellow realtors a common responsibility for 
its integrity and honor. 


This constitutes the realtor’s declara- 
tion of faith. It recognizes his eco- 
nomic function and recognizes also the 
fact that any one who performs an im- 
portant economic function also has an 
important social responsibility. 

In the course of this article, the term 
“realtor” has been used frequently. 
This term was coined by Charles N. 
Chadbourn, of Minneapolis, and was 
adopted by the national association in 
1917 as a membership designation. It 
is the exclusive property of the associa- 
tion, and the national association’s 
legal title to it has been upheld in sev- 
eral instances. By adopting this desig- 
nation, the real estate man_ has 
attempted to express the ideals for 
which he stands. By the very act of 
calling himself a realtor, he announces 
to the public that he is bound, in his 
business activities, to observe the stand- 
ards which his national organization has 
established. The use of the term 
“realtor,” therefore, is in itself a pro- 
fession of adherence to the code. 


License Laws Differ from-Code 
Emphasis should be given to the fact 


that the coinage of the term “realtor” 
and the formulation of the above Code 
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of Ethics are part of a spontaneous 
movement within the real estate busi- 
ness itself. These standards of con- 
duct are not imposed from without by 
governmental authority. Hence, the 
Code of Ethics should not be con- 
fused with the real estate license laws 
which have been enacted in almost a 
score of states. These laws, it is true, 
lay down certain standards which must 
be lived up to under penalty of a revo- 
cation of the license by state authority. 
But such laws apply to prospective en- 
trants into the real estate business and 
are designed to protect the general 
public from the fraudulent practices of 
that fringe of unscrupulous business 
men that surrounds even such well- 
established professions as the law or 
medicine. In s‘iort, license laws and the 
Code of Ethics cannot be identified— 
the one is imposed by external govern- 
mental authority and is limited in scope 
and purpose; the other is voluntary, 
spontaneous, broad in scope, and de- 
signed to raise the plane of real estate 
practice above any legal level fixed by 
statute or by court decision. 


Education and the Code of Ethics 


The realtor goes even further than a 
codification of standards of conduct; he 
is setting about the task of educating 
himself up to and beyond the obliga- 
tions of the code. In other words, the 
realtor recognizes that a proper ful- 
filment of his social obligation depends 
not only upon the observance of certain 
standards of business practice, but also 
upon more efficient conduct of his busi- 
ness for which study and education are 
necessary. He has, therefore, under- 
taken an organized program of real 
estate education, which in its rapid prog- 
ress has outstripped all similar efforts. 
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In a brief period of 18 months an edu- 
cational program has been organized 
on a national scale and has been in- 
stalled in more than 170 cities, includ- 
ing 33 universities. Professor Richard 
T. Ely has described this work as “‘one 
of the greatest movements in education 
and research of the present century. 
The National Association of Real Es- 
tate Boards through its educational 
program and its Code of Ethics for its 
members has made greater progress to- 
ward the status of a profession than 
has any other business or profession in 
an equal period of time.” 

Real estate education bears a very 
definite relation to the Code of Ethics. 
In that connection the realtor’s course 
of study may be said to have a three- 
fold function: (1) It reveals more 
clearly the meaning, practical advan- 
tages, and social importance of the 
code; (2) it helps to educate the con- 
science through the education of the 
head; and (3) it so quickens the percep- 
tion of right and wrong conduct that 
it tends to supplement enforcement pro- 
ceedings by making them unnecessary. 
In adopting such a program of study 
realtors have given application to the 
principle that ethical service is intelli- 
gent service. And this principle is im- 
plicit throughout the Code of Ethics. 

Already this educational work is hav- 
ing a profound influence on the realtor’s 
conception of his business. It is bring- 
ing him in contact with cultural and 
social considerations which are modify- 
ing his activities in many important re- 
spects. The results will in a few years 
be evident to every one not only in the 
manner in which the business is con- 
ducted, but in the more concrete form 
of more livable and beautiful cities and 
communities. For the realtor is, above 
all, a community builder. 
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THE UNIFORM ACCOUNTING SYSTEMS 
ADVOCATED BY UTILITIES COMMISSIONERS 


By HIRAM T. SCOVILL 


URING the last decade there 
has been a marked tendency to- 
ward consolidation of public 

utilities. Such consolidation results, in 
many cases, in combining utilities from 
several states. This type of affiliation 
has gradually caused sentiment in favor 
of a more uniform method of account- 
ing for the utilities throughout the 
United States. The movement in this 
respect might be compared with that 
which fostered the Uniform Negotiable 
Instruments Act, the Uniform Sales 
Act, and others. 

The advantages of a uniform ac- 
counting system for each type of utility 
throughout the United States had been 
recognized for several years, but not 
until 1919 was definite action taken to- 
ward the establishment of such uniform- 
ity. At the annual convention of the 
National Association of Railway and 
Utilities Commissioners held in In- 
dianapolis in 1919, the Committee on 
Statistics and Accounts of Public Utili- 
ties was authorized to formulate and 
present to the individual state commis- 
sions uniform accounting systems for 
public utilities other than railways. The 
national association received the report 
of the committee at the next convention, 
held in Washington, D. C., on Novem- 
ber 12, 1920. The report consisted of 
the complete system of accounts for gas 
utilities and for electric utilities, but not 
for others. They were to be prepared 
later. 

The convention then adopted resolu- 
tions as follows: 

“Resolved, (1), that the report of 


the Committee on Statistics and Ac- 
counts of Public Utilities be received 
and printed. 

“2. That this convention recommend 
that member commissions give careful 
consideration to the proposed uniform 
system of classification of accounts for 
electric and gas companies and adopt 
them, unless they are found to conflict 
with local statutes, with such modifica- 
tions as may be necessary to meet local 
conditions. 

3, That this convention recommend 
that, wherever practicable, the calendar 
year be made the fiscal and reporting 
year. 

“4. That this convention recommend 
to all state commissions which adopt the 
standard classifications of accounts pro- 
posed by this committee, that questions 
of interpretation be referred to the 
Standing Committee on Statistics and 
Accounts of Public Utilities for an ex- 
pression of opinion, acting in coopera- 
tion with the accounting sections of the 
National Electric Light Association and 
American Gas Association.” 


I. Scope of Uniform Accounting 
Systems 


Since that time many other states 
have adopted uniform systems substan- 
tially as prepared by the committee in 
1920, which consisted of O. O. Calder- 
head, of Washington; W. M. Ham- 
mond, Illinois; George C. Mathews, 
Wisconsin; H. C. Hasbrouck, New 
York, second district; Harry Boggs, 
Indiana; and C. J. Green, Oregon. 
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In addition to the uniform systems for 


electric and gas utilities presented and 


approved in 1920, the association has 
approved a system for water companies. 
As yet, systems for other local utilities 
have not been adopted by the associa- 
tion. 

According to a memorandum from 
the National Electric Light Association 
dated March 1, 1925, 25 states have 
adopted the uniform accounting system 
for electric utilities. The same states 
have, practically without exception, 
adopted the system for gas utilities. 
They are: Alabama, Arizona, Arkan- 
sas, Colorado, Connecticut, Georgia, 
Idaho, Illinois, Indiana, Kansas, Massa- 
chusetts, Maine, Michigan, Nevada, 
New Jersey, New York, North Dakota, 


Tennessee, Utah, Vermont, Virginia,- 


Washington, West Virginia, Wisconsin, 
Wyoming. 

In addition to these, the Public Ser- 
vice Commission of Oregon has adopted 
the system for electric companies (and, 
presumably, for gas companies), begin- 
ning January I, 1925, according to an 
excerpt from Electric World for Janu- 
ary 24, 1925. 

Of the states mentioned as having 
adopted the uniform classification for 
electric utilities, Massachusetts, Maine, 
and New York have adopted it with 
slight modifications, in order to comply 
with some of the state laws. 

The same memorandum of the na- 
tional association referred to above 
shows that 13 states have not adopted 
the uniform classification, namely: Dis- 
trict of Columbia, Louisiana, Maryland, 
Missouri, Montana, New Hampshire, 
North Carolina, Ohio, Oklahoma, Ore- 
gon, Pennsylvania, Rhode Island, and 
South Dakota. Of these states, North 
Carolina has issued a form of annual 
report based on the classification of the 
National Association of Railway and 


Utilities Commissioners, and will very 
likely follow it with a classification of 
accounts. It has had no classification 
heretofore. Although Maryland has 
not adopted the classification of the na- 
tional association, its commission has is- 
sued an order allowing-two of the 
largest companies in Maryland to use 
it. Of the 11 other states not mentioned 
above, one, Delaware, has no utilities 
commission, California has adopted the 
classification of the Federal Power Com- 
mission, and 9 are not under the juris- 
diction of the commissions with respect 
to accounts of electric companies. These 
g are: Florida, Iowa, Kentucky, Min- 
nesota, Mississippi, Nebraska, New 
Mexico, South Carolina, and Texas. In 
the states in which the commissioners 
have no jurisdiction over the accounting 
of utilities, most of the larger electric 
companies (at least) are following the 
classification adopted by the National 
Association of Railway and Utilities 
Commissioners. 

It is interesting to note that with 
excellent progress toward general uni- 
formity in classification of accounts, a 
movement is under way to establish 
uniform annual reports. The national 
association, at its 1924 convention, held 
in Phoenix, Arizona, adopted a stand- 
ard form of annual report for electric 
and gas companies and recommended 
the same for adoption by the several 
states. At this same convention, a sim- 
plified classification for use of the small 
Class C and Class D electric utilities 
was also adopted. 


Liberal Features of the System 


The adoption, by any state, of the 
uniform systems recommended by the 
association does not mean that the utili- 
ties of that state must completely revo- 
lutionize their accounting procedures, 


L 
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nor does it mean that the state commis- 
sion must make radical changes in its 
existing uniform systems. In fact, most 
states had systems in force which were 
practically the same in general princi- 
ples as the uniform systems now being 
considered. There were, however, some 
terms and principles in accounts and 
some features of the financial state- 
ments which differed materially in the 
systems of the several states. These 
differences were reconciled, if not com- 
promised, in the systems of the associa- 
tion. 

The accounting systems recommended 
by the association follow the generally 
accepted procedures and forms of in- 
dustrial and commercial enterprises in 
many respects. The original purpose 
of the accounting system as an aid to 
regulation, however, is not overlooked 
in the provisions incorporated into the 
systems. Accordingly, some features 
are included which would not appear in 
a uniform system adopted by a trade 
organization. The accounting system or 
device that assists in regulation must 
naturally be more specific and “‘hide- 
bound” than one adopted by a group of 


executives voluntarily for the purpose 


of comparing results one with another. 

The authors of the uniform systems 
suggested by the National Association 
of Railway and Public Utility Commis- 
sioners cannot be given credit for build- 
ing a new structure from the ground 
up. They have, however, refrained 
from making revolutionary changes in 
the existing systems. They have been 
temperate and conservative. The sys- 
tems of the Interstate Commerce Com- 
mission and of the better state utilities 
have been used to a large extent in the 
preparation of the systems finally -ap- 
proved by the association. The task 
of modifying, however, even to the 
slightest extent an existing system of 


accounts and the descriptive classifica- 
tion thereof is a very exacting one 
because of the intricate interdependence 
of items throughout the manual. A 
change in one principle might require 
a score or more of changes in the de- 
scriptive material in the printed system 
of accounts. For this reason, and for 
the excellent correlation which was 
finally established among all phases of 
the system, the authors deserve a deal 
of credit. They showed their intimate 
knowledge of public utility affairs. They 
displayed a keen appreciation of the 
accounting problems that come before 
the accountants of the utilities and of 
the commissions, and, best of all, they 
seemed to be able to anticipate many 
of the questions that would arise in the 
operation of, and in regulation through, 
the system. 

A flexibility is provided for, in many 
places, in the descriptive matter affect- 
ing accounts. Utilities are not bound to 
do things in one way and no other. 
There is, of course, the usual provision 
that utilities of smaller productive ca- 
pacity, as gaged by operating earnings, 
need not use all of the accounts that 
larger utilities do. There are four 
classes of utilities provided for in the 
gas and electric utilities, as follows: 
Class A—Corporations having average 
annual operating revenues exceeding 
$250,000; Class B—Corporations hav- 
ing average annual operating revenues 
exceeding $50,000, but not over $250,- 
000; Class C—Corporations having 
average annual operating revenues ex- 
ceeding $10,000, but not over $50,000; 
Class D—Corporations having average 
annual operating revenues of $10,000 
or less. 

In many places throughout the de- 
scription of the accounts, it is evident 
that utilities even of the same type and 
class have the opportunity of exercising 
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considerable initiative with respect to 
the methods of keeping their accounts. 
Some of these are presented later in this 
article. 


The Numbering System 


By a unique numbering system the ac- 
counts prescribed for utilities of each 
class are clearly designated. It is 
among the expense accounts only that 
any distinction is made between one 
class of utility and another. In the asset, 
liability, and income accounts, there is 
little, if any, opportunity for the com- 
mission to offer an option of account 
titles if it expects to have fundamental 
information presented through the ac- 
counts. 


The method of relieving the smaller — 


companies from keeping the numerous 
expense accounts required of the larger 
ones may be illustrated by quoting from 
the Uniform System of Accounts for 
Electrical Corporations. One of the 


main divisions of expense is called 
“distribution expenses.” In the classifi- 
cation the accounts to be kept under this 
heading are shown as follows: 


DIsTRIBUTION EXPENSES 
Distribution operation and 
maintenance 
Distribution superintendence 
Distribution supplies and ex- 
penses 
Distribution maps and rec- 
ords 
Distribution office expenses 
Distribution miscellaneous 
expenses 
Operation of distribution lines 
Labor and expense— 
subways 
Labor and expense— 
overhead conductors 
Labor and expense— 
underground conductors 
(Labor and expense— 
telephone system 
Meter operation 


740 
D 741 


741. 
741. 


741. 


741. 
741. 
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Salaries and personal ex- 
penses, meter department 


Testing meters 


Miscellaneous expenses, me- 
ter department 


Removing and 
meters 


Removing and 
transformers 


Maintenance of underground 
conduits 


Maintenance of lines 


Maintenance of overhead 
conductors 


Maintenance of poles, tow- 
ers, and fixtures 


Maintenance of 
ground conductors 
Maintenance of services 
Maintenance of transformers 
and meters 
Maintenance of line trans- 
formers 
Maintenance of consumers’ 
meters 
Maintenance of buildings and 
grounds 


741.41 


741.42 
741.43 


741.44 resetting 


741.45 resetting 


741.5 


741.6 
741.61 


741.62 


741.63 under- 


741.7 
741.8 


741.81 
A 741.82 


CBA 741.9 


The tabulation above means that all 
distribution expenses bear numbers be- 
tween 740 and 750. It seems, further, 
that there is only one main subtitle un- 
der “distribution expenses,” and it is 
designated as “‘741—Distribution oper- 
ation and maintenance.” Furthermore, 
this is the only account the small Class 
D companies are required to keep to re- 
cord details of distribution expenses. 
This is learned by observing that the 
letter ““D” does not appear before any 
other account title under “distribution 
expenses.” By a similar scrutiny of the 
letters placed before the account num- 
bers it is seen that Class A companies 
are required to keep all of the accounts 
shown in the list above, except those 
six which are reserved exclusively for 
the smaller companies to use in place 
of several more minutely classified ac- 
counts. 

In this specific group, called distribu- 
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tion expenses, it seems that the Class 
B and Class C companies are required 
to keep the same accounts except under 
maintenance of transformers and me- 
ters, where Class C companies may keep 
just the one account designated as 741.8, 
while Class B companies are required 
to keep two, designated, respectively, 
as 741.81, maintenance of line trans- 
formers, and 741.82, maintenance of 
consumers’ meters. 

A similar distinction between Class A 
companies and Class B, C, and D com- 
panies is made in the other types of ex- 
penses. It should be observed in this 
connection that a company of a given 
class may use accounts prescribed for a 
larger company if it chooses, but it may 
not use those prescribed for a smaller 
company. For example, a Class D com- 
pany may use accounts prescribed for a 
Class A, B, or C company, and a Class 
B- company may use those prescribed 
for a Class A company, but a Class B 
company may not use those prescribed 
for a Class D or C company, except as 
specifically provided for in the classifi- 
cation. 

The account numbers used in the dis- 
tribution expenses above represent the 
Dewey decimal system, which is used 
throughout the uniform systems of the 
National Association of Railway and 
Public Utilities Commissioners. In the 
general instructions, however, the au- 
thors say: “The numbers prefixed to 
acccount titles in this classification are 
solely for convenience of reference and 
are not part of the titles or definitions.” 

There are several types of number- 
ing, systems for accounts in industrial 
and public utility accounting, but the 
type used in the systems of the railway 
and utilities commissioners is the one 
generally recognized as superior to the 
others. The general plan of this system 
is presented here in outline form: 


AsseT ACCOUNTS 


Fixed capital 
301-310 Intangible fixed capital 


311 and subdivisions Land 

312 and subdivisions Structures 

313-327 and subdivisions Equipment 

328 Miscellaneous tangible equip- 
ment 

351-359 Overhead costs during con- 
struction 


111-119 Current assets 

121-129 Miscellaneous assets, including Funds 
131-139 Suspense 

141-149 Adjustment accounts 

150 Profit and Loss—deficit 


LiaBILiTy ACCOUNTS 
201-209 Capital stock and similar accounts 
211-219 Long-time debts 
221-229 Current liabilities 
231-239 Accrued liabilities 
241-249 Advances from affiliated companies, etc. 
251-259 Reserves 
261-269 Miscellaneous unadjusted credits 
270 Profit and Loss—surplus 


INcoME ACCOUNTS 
401 Operating revenues 
601-609 Sales of current (or gas or water) 
611-619 Miscellaneous revenues 
402 Operating expenses 
701-709 Production expenses 
710-719 Purchased current (or gas or 
water) and residuals and gas 
generation for electric utilities 
720-749 Conversion, transmission, and dis- 
tribution expenses 
750-759 Utilization expenses 
760-769 Commercial expenses 
770-779 New business expenses 
780-790 General and miscellaneous expenses 
403 Uncollectible bills 
404 Taxes 
410-419 Net income from leased properties 
421-429 Net income from non-operating properties 
431-439 Financial expenses 
441-449 Appropriations of net income 


Some Technical Features 


The state utilities commissions, in 
one sense, occupy a position with respect 
to local utilities similar to that of the 
Internal Revenue Department of the 
Federal Government with respect to in- 
come tax payers of the country. They 
must require a good accounting pro- 
cedure based on correct accounting prin- 
ciples, but flexible enough to permit of 
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ubtaining the same net results under 
methods best suited to the respective 
business concerns. At the same time, 
they must inject enough provisions to 
permit the commission to control certain 
actions of the utilities in accordance with 
the best public policy. 

If accounting procedures were well 
enough standardized, or even if ac- 
counting employees knew enough about 
usual procedures, both the utilities com- 
missions and the Internal Revenue De- 
partment could quote their instructions 
in words similar to these: ‘“To the utili- 
ties (or taxpayers): Keep your ac- 


_ counts in accordance with the generally 


accepted accounting procedure, except 
that the following provisions must be 
observed to assist in the administration 
of the laws and to meet the demands 
of public policy.” Then would follow 
probably 10 or 20 brief paragraphs 
dealing with the exceptions. Since the 
science of accounting has not reached 
such a plane, and since all accounting 
employees have not learned adequately 
even the principles of accounting that 
are generally recognized as correct, 
both the utilities commissions and the 
Internal Revenue Department find it 
necessary to issue elaborate pamphlets 
and supplementary instructions concern- 
ing the keeping of accounts and the 
preparation of reports. 

For this reason, the uniform system 
of accounts of the railway and public 
utilities commission is composed largely 
of instructions which tell the bookkeep- 
ers what good accounting principles 
are in their respective fields. In some 
cases, it is necessary to describe the 
keeping of accounts in a specific way, 
since accountants differ as to theories 
to be applied. In such instances, the 
commission deems it best to take a 
specific stand for one theory or another. 
In other casés, the commission permits 


the utility to exercise an option in using 
one method or another. This makes 
the system flexible, and is a very desir- 
able feature from the point of view of 
the utility. 


II. Some Debatable Features of the 
Uniform System 


We shall present, first, some of the 
debatable procedures in accounting on 
which the uniform system under discus- 
sion takes a definite stand on one side 
or the other; and then we shall present 
some of the prominent instances in 
which the system permits the utility to 
exercise an option in the keeping of 
some of its accounts. Points in account- 
ing theory which are debatable and on 
which the authors of the uniform sys- 
tem have prescribed a definite proce- 
dure are as follows: 


Funds. The system says that “Funds 
are assets . . . .” It is sometimes 
contended, though not by the best ac- 
countants, that funds are the same as 
reserves. It is well that the authors 
covered this item specifically. 


Retirement reserve. One of the most 
interesting departures from ordinary 
terminology found in the uniform sys- 
tem is the use of the term “retirement 
reserve” for “depreciation reserve,” 
and of “retirement expense” for ‘‘de- 
preciation expense” or “depreciation.” 
There is no option on this point and the 
authors feature this by providing that, 
“If the accounting company has, pre- 
vious to the effective date of this uniform 
classification of accounts, maintained a 
reserve under some other title, such as 
‘depreciation reserve’ for the purpose 
of equalizing retirement losses, the bal- 
ance in such reserve, as at the effective 
date of this classification, shall be trans- 
ferred to this account.” 
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The adoption of the word “retire- 
ment” instead of “depreciation” in both 
the reserve and the expense account 
seemed of sufficient importance to the 
subcommittee of the National Associa- 
tion of Railway and Utilities Commis- 
sioners to cause it to comment specific- 
ally thereon in its letter of transmittal 
of the system as follows: 

The National Association Committee has 
recognized the importance of uniform termi- 
nology and at the Chicago conference, in 
April, the constant endeavor was to select 
terms and definitions which would be as free 
from ambiguity as possible. It was with this 
thought in mind that after a prolonged dis- 
cussion the National Association Committee 
decided to discard altogether the word “de- 
preciation” and to accept the substitute term 
proposed by the National Electric Light As- 
sociation and American Gas Association ac- 
countants, “retirement expense.” It was felt 
by all that “depreciation had come to have 
so many unfortunate connotations, that clear- 
ness and uniformity of interpretation could 
best be attained by using an entirely different 
term. 


A few rather unusual features are 
provided for the operation of the re- 
tirement-reserve and retirement-expense 
accounts which are, nevertheless, capa- 
ble of being supported by logical busi- 
ness expediency. On the other hand, 
a slight ambiguity is found in one or 
two of the comments on these accounts. 
One good feature is that the retirement- 
reserve account is looked upon as one 
to provide for replacement of full units 
of property when they become obsolete 
or are abandoned for any other reason. 
In this sense the reserve is not a valua- 
tion account and it is not so treated. 
It is to be credited, and retirement ex- 
pense charged, with amounts periodi- 
cally “in addition to the necessary cost of 
keeping the plant and equipment in a 
high state of efficiency through charges 
to the regular maintenance accounts.” 
Furthermore, it is stated that “the 


losses which this account is intended to 
cover are those incident to important 
retirements of buildings, of large sec- 
tions of continuous structures like gas 
mains (or electric line), or of definitely 


identifiable units of plant or equipment, - 


and the object of the account is that the 
burden of such losses may be as nearly 
as is practicable equalized from year to 
year.” 

With this specific description of the 
account placed before the utilities, it is 
apparent that they are expected to have 
rates to consumers set high enough to 
permit them to keep all units of fixed 
property in excellent repair, and also 
to provide for retaining in the business 
a sufficient amount of assets to finance 
the replacement of any substantial 
amount of fixed property from time to 
time as conditions seem to demand. A 
retirement fund for all or any part of 
the reserve is optional. 

A further invitation is extended to 
the utilities to charge all that is neces- 
sary against the cost of operation for 
such anticipated retirement, in these 
words: 


Note: It is the intent of the classification 
that a reserve shall be provided sufficient to 
cover all retirement losses that may reasonably 
be expected. If the accounting company does 
not do this, and, later, finds that retirement 
losses are incurred in excess of the amount 
that has been provided, the charging of such 
losses to operating expenses either directly or 
through the suspense account “property aban- 
doned” does not bind the regulatory commis- 
sion to the acceptance of such charges as part 
of the necessary current cost of maintenance. 


The essence of this quotation might 
be interpreted as a warning to the 
utility to charge against earnings, each 
year, all that its officers can imagine 
should be necessary to build up a retire- 
ment reserve, because, if it does not do 
so, it might not later be given relief 
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by the commission for losses or retire- 
ments not so anticipated and provided 
for. 

Depreciation or retirement expense 
in connection with property has a two- 
fold effect on the financial statements 
of a business—it tends to reduce the 
balance-sheet value of the assets and to 
increase the costs of operation (decreas- 
ing profits). In these times, when 
courts and commissions are ruling in 
favor of the present replacement cost 
(less depreciation) as a basis on which 
to calculate a fair return to a utility, 
it would seem that any effect of depre- 
ciation entries on the balance-sheet is of 
little importance. The effect on the 
income statement, however, is of con- 
siderable importance. It permits the 
utility, theoretically, to obtain rates 
which will enable it to pay ordinary divi- 
dends and preserve enough in the busi- 
ness to replace, to any reasonable extent, 
properties retired for any reason. Ifa 
utility should build up, its retirement 
reserve as rapidly as it seems to be in- 
vited to do by the wording of the note 
quoted above, it would be quite sure to 
have a reserve equal to the balance of 
the asset account long before the asset 
was ready for retirement. The result 
would be that the balance-sheet value of 
the asset would approach zero while it 
had an operating efficiency and probably 
a sale value of 80% of original cost. It 
is this possible situation which probably 
causes the authors of the system to pro- 
vide that retirement reserves shall be 
shown among general reserves on the 
liability side of the balance-sheet, in- 
stead of being shown as deductions from 
the fixed assets. 

Some misunderstanding is likely to 
arise from the use of the phrase “ledger 
value” in connection with retirements. 
It is defined as “the amount originally 
charged” in the paragraph on “with- 


drawals and retirements” under the 
“general instructions and definitions of 
fixed capital accounts.” In notes A, B, 
and C, under the description of account 
number 251, “retirement reserve,” the 
following provisions are made: 

Note A: When property is retired whose 
ledger value has been reduced below original 
cost, only the remaining ledger value shall be 
written off as retirement loss. 

Note B: When any property is retired 
whose ledger value is greater than the known 
or estimated cost, such excess shall be charged 
to profit and loss. 

Note C: If any property is sold for more 
than its original cost, the excess of its selling 
price over the cost of the property plus the 
cost of dismantling and selling, shall be cred- 
ited to this account. 


The rules stated in Notes A and B 
seem reasonable under the ordinary in- 
terpretation of the term “ledger value” 
but not under the definition referred 
to above as “the amount originally 
charged.” “Ledger value” is usually 
thought of as the asset balance minus 
the balance of the reserve account ap- 
plicable thereto. Note C does not seem 
reasonable unless “the cost of the prop- 
erty” is changed to read “the ledger 
value of the property” signifying asset 
minus reserve valuation. If Note C is 
applied as printed, it means that the 
retirement reserve account is increased 
by the sale. Assume, for example, a 
property with a cost of $100,000, in- 
cluding dismantling and selling, against 
which a reserve of $20,000 had been 
created at the time of its sale for 
$110,000. The entry for the sale in 
accordance with the instructions in Note 
C would be: 


Cr. Property ... 100,000 
Cr. Reserve for 
Retirement 20,000 


This would close the property account 
and leave the reserve account with a 
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credit balance of $30,000. What would 
this balance in retirement reserve ac- 
count mean after the property against 
which it was created had been sold? 
It would mean that it would be treated 
as a deferred income to subsequent op- 
erations, because for several periods 
retirement entries could and should be 
made less for the then existing proper- 
ties in view of the reserve already set 
up. An account which thus reduces the 
periodical charges against operation, in- 
creases the profits and, hence, acts as 
a deferred credit to income. If that 
is what the commission considers it, then 
it would seem best to call it that and 
describe the procedure for a sale of 
property above cost accordingly. This 
would still not remove the apparent in- 
consistency of the use of the words “‘led- 
ger value” and “‘cost.” 


Discount and premium on capital 
stock. The uniform system seems to 
imply that a utility may be given 
permission to distribute some of its pre- 
mium on capital stock to its stockhold- 
ers. It also permits the utility to reduce 
premium by appropriations from sur- 
plus, or by assessment levied on the 
stockholders. Discount on stock can- 
not be considered as a part of the cost 
of operation in any sense nor as a part 
of cost of construction of physical prop- 
erty. Premium cannot be considered as 
an income in any sense. Either premium 
or discount on stock, however, may be 
adjusted directly through profit and loss 
for the proportion of premium or dis- 
count on stock reacquired. These prin- 
ciples are in accord with good account- 
ing practice and conform to Interstate 
Commerce Commission procedures, al- 
though they differ from the ideas of 
those who advocate that discount or 
premium on stock should remain on the 
books indefinitely without modification. 


Discount expense and premium on 
long-term debt. It seems that the 
straight-line basis of writing off bond 
discount and expense, on the one hand, 
and premium, on the other, is required, 
according to the general description of 
the subject under balance-sheet accounts, 
In the description of the accounts, how- 
ever, both in amortization of debt dis- 
count, and expense and amortization of 
premium on debt, there seems to be an 
intimation that the more scientific 
method involving the effective rate of 
interest is allowable. This idea is ob- 
tained from the following sentence: 
“This proportion” [meaning discount 
or premium remaining unamortized] 
“shall be determined according to a rule 
the uniform application of which, dur- 
ing the interval between the issue and 
maturity of any debt, will completely 
amortize or wipe out the discount at 
which such debt was issued and the debt 
expense connected therewith.” 

There is a well-established rule in con- 
nection with bond discount and premium 
that the discount or premium amortized 
or accumulated shall follow the interest. 
That is, the effective interest becomes 
greater than the nominal interest as 
discount is written off from period to pe- 


riod, while it becomes less than the nom- - 


inal interest as premium on bonds is 
written off. Ordinarily, such additions 
or deductions from the nominal interest 
are merged in the interest account at 
the time of making the entry for the 
interest payment. In the uniform sys- 
tem under consideration, however, the 
actual interest paid on long-term debts 
is charged to the appropriate interest 
account. The general principle of hav- 
ing discount follow the interest, how- 
ever, is observed in the end by bringing 
together the interest and the amortiza- 
tion accounts referred to—both debit 


and credit—in the same section of the. 
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income statement designated as ‘“‘deduc- 
tions from gross corporate income.” 


Fixed capital. It seems rather unfor- 
tunate that the title “fixed capital” is 
used rather than “‘fixed assets” as a 
balance-sheet title. The term capital 
from the economic sense is permissible, 
but from the accounting point of view 
the term “capital” is likely to be con- 
fused with the term “capital stock”? on 
the other side of the balance-sheet. 


Purchase discount. No account is 
provided bearing a title “purchase dis- 
count” or other similar designation. It 
is intended, it seems, that discounts 
allowed the utility for prompt payment 
are to be deducted on the face of the 
invoice whenever possible, thus reducing 
the cost of the fixed assets acquired or 
of the materials and supplies put into 
stock. In case the utility’s method of 
operation does not make it feasible to 
deduct the discount before entering the 
invoice on the books, such utility may 
credit the discount to miscellaneous 
construction expenditures or undistrib- 
uted general expenses, according as such 
materials and supplies are intended for 
construction or for use in general opera- 
tion. The results of utilities are ren- 
dered comparable, however, to a certain 
extent whether purchases of materials 
and supplies for operation are entered 
net or gross, because the balance of 
the account “undistributed general ex- 
penses”’ is included as a part of the costs 
deducted from gross operating income. 
If the undistributed general expense 
were treated as a financial expense, com- 
parison would not be possible between 
utilities. 


Work in progress. The uniform sys- 
tem provides that the cost of construc- 
tion work shall be carried in several 
detailed progress accounts until com- 
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pleted, when proper allocation will be 
made to the several fixed-asset accounts. 
Some flexibility is provided, however, 
and the commission safeguards itself in 
the matter of allowing duplicate costs 
to stand on the books for a single unit 
of property in making the following 
provision in describing the account 
“work in progress”: 

Charges for additions to fixed capital not 
involving replacements, or for improvements 
which necessitate retirements or reconstruc- 
tion of existing property when full credits 
have been made in advance to fixed-capital 
accounts to cover the ledger cost of property 
retired, may be carried in fixed-capital account 
number 359, “unfinished construction.” 


Treasury securities. The use of the 
term “treasury securities” to designate 
those which have been only nominally 
issued rather than actually issued is very 
unfortunate. Accounting writers and 


educators have been trying, for a num- 
ber of years, to have the terms “trea- 
sury stock” or “treasury bonds” applied 


only to such securities as have been 
issued and outstanding at some time, 
but which have been received back into 
the treasury of the issuing company 
either by gift or purchase. During the 
past few’ years all indications have 
pointed to the substantial adoption of 
that meaning in all industrial, commer- 
cial, and financial accounting. The 
authors of the uniform systems for 
utilities, however, seem to use the term 
“reacquired securities” for those which 
have been received back by gift or pur- 
chase. The term treasury securities is 
then used in place of “unissued secu- 
rities,” as they are more generally 
called. Thus one of the important 
items in a uniform accounting termi- 
nology is given a severe setback. 

The main reason for using the term 
treasury securities for those which have 
never been issued seems to rest on the 
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idea that they have been nominally 
issued as a result of their having been 
signed, sealed, and placed with the 
proper officer for sale and delivery. 
Although this point is generally recog- 
nized as being rather an important one 
with respect to the liability of the issu- 
ing company on bonds, it is not so 
important on stocks. In either case, the 
term treasury stock (or bonds) should 
be used only for reacquired securities, 
and another title, probably authenti- 
cated stock (or bonds) for those secu- 
rities which have been signed, sealed, 
and delivered to the proper officer or 
agent for sale. The term “authenti- 
cated” describes the conditions and re- 
lieves the term “treasury” for the more 
generally accepted meaning it has 
merited in recent years. 


Interest on consumers’ deposits. 
Amounts paid by a utility to customers 
as interest on meter deposits in accor- 
dance with state laws are chargeable to 
miscellaneous interest deductions as a 
main title. Of course, a utility may keep 
specific subsidiary accounts which can 
be grouped under the main title in the 
financial statements. If the utilities 
commission is to protect the people, it 
would seem that it should require 
interest on customers’ deposits to be 
maintained and reported as a separate 
account. It could then determine, as 
it must now know from experience, that 
a utility does not pay interest to more 
than a very small group of the consum- 
ers who have meter deposits with the 
utility companies. 

Another point in connection with in- 
terest on customers’ deposits which 
may be criticized is its location in the 
income statement (or account, as it is 
carelessly designated in the uniform 
system). Customers’ deposits are re- 


quired on meters, in most cases, to pro- 


tect the utility from bad-debt losses, 
Any cost of carrying these deposits, it 
would seem, should therefore be in- 
cluded in the same division of the 
income statement as the uncollectible 
bills. This latter item is included in the 
part of the statement in which is de- 
rived the amount of gross profit from 
operations, while miscellaneous interest 
deductions are shown as financial ex- 
penses under the heading ‘‘deductions 
from gross corporate income.” Fur- 
thermore, this latter section of the in- 
come statement is intended for items 
arising because the concern is a corpora- 
tion, with funded and similar debts, 
regardless of the type of business it 
conducts. Interest on meter deposits 
arises because the concern is operating 
a utility of the type that requires meters. 
Therefore, customers’ deposits should 
be shown as an operating cost, rather 
than a financial cost. 


Advances from affiliated companies. 
The system of the National Association 
of Railway and Utilities Commissioners 
follows the generally accepted principle 
with respect to advances from affliated 
companies. It provides that non-nego- 
tiable notes due affiliated companies 
shall not be classed as current assets 
while negotiable notes shall be so 
classed. 


Intangibles. Inasmuch as the title 
“intangible fixed capital” is used in the 
system as one of the two main divisions 
of fixed capital, it appears that the com- 
mission does not intend that organiza- 
tion expense or franchise cost shall be 
written off regularly by a utility without 
specific request from the commission. 
Very little comment is made on the dis- 
position of the intangible assets. In the 
description of the accounts themselves, 
no mention is made of reducing their 
book value. It is only from a three-line 
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statement under the heading of “‘miscel- 
laneous amortization chargeable to in- 
come”’ that one learns of the possibility 
of writing down these assets. The lines 
referred to are: 


This account shall include such amounts 
as the accounting company may be required 
to charge to income in amortization of in- 
tangible book value or other items carried 
among its assets. 


The title ‘good-will’ is not men- 
tioned in the classification of accounts, 
so far as we have observed, but there is 
a strong indication that the utility may 
set up good-will under proper condi- 
tions and report it under the general 
title “‘miscellaneous intangible capital,” 
the description of which reads as 
follows: 


This account shall include the cost of pat- 
ent rights, licenses, privileges, and other in- 
tangible property not elsewhere provided for; 
and all other fixed capital charges which are 
not specifically assignable to some other ac- 
count in this classification. 

Note: When any corporation desires to 
reclassify, according to the uniform system 
of accounts, the book accounts representing 
its investment in plant and equipment prior 
to the effective date of this classification, any 
remainder of the original total book value over 
the amount determined as properly chargeable 
to other prescribed accounts (including profit 
and loss or reserve accounts in cases where it 
is found that part of the original total book 
value is properly chargeable to such accounts) 
may be charged to “miscellaneous intangible 
capital.” When such a reclassification is un- 
dertaken by the accounting company (and 
has not been passed upon by the regulatory 
commission) acceptance by the commission of 
reports showing the revised balances shall not 
commit it to the approval of the amounts thus 
set up. 


Contributions for extensions. Pro- 
vision is made in the uniform system 
for having all fixed assets recorded at 
cost, regardless of the method by which 
they are obtained. The authors pro- 


vide for this in the case of extensions of 
mains or lines that are paid for in whole 
or in part by customers, municipalities, 
chambers of commerce, or other organ- 
izations. Under such conditions, the 
full cost of construction is charged just 
as if the utility were paying for it in 
full. Then any amounts received from 
individuals or organizations are credited 
to “contributions for extensions.” This 
account is carried indefinitely as a type 
of general reserve. 


Appraisals of fixed property. Al- 
though appraisals are used as a basis of 
valuation for rate-making purposes, the 
uniform system does not provide for 
recording appraisal figures on the books 
of account. In the general instructions 
concerning fixed capital, appear the fol- 
lowing very specific statements concern- 
ing this: “All charges to fixed capital 
accounts shall be at the actual cost of 
the property acquired, at the time of 
its acquisition. A bona-fide contract or 
agreement of purchase and sale between 
entirely separate parties shall be prima 
facie evidence of actual cost. Each item 
of property shall be carried in the fixed 
capital accounts at no more, and no 
less, than its actual cost unless, or until, 
such property is abandoned, replaced, 
reconstructed, or converted, when the 
accounting shall be as hereinafter set 
forth.” 


Residuals. Accounting for by-prod- 
ucts may be accomplished in any of 
several ways. Accordingly, it is appro- 
priate that the authors of the uniform 
system designated the specific method to 
be followed in treating by-products, or 
residuals, as they are called in the gas 
business. They prescribe the method 
which gives production all the benefit 
arising from the sale of residuals; that 
is, the production cost is reduced by the 
proceeds of sales of residuals. In order 
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to have each month’s production cred- 
ited with the approximate value of the 
residuals produced, whether sold in that 
month or not, an entry is made monthly 
charging “stock” account and crediting 
“residuals produced” with the estimated 
value of all residuals produced during 
the month. If the estimate is correct, 
the stock account will balance when the 
residuals are all sold. Any difference 
between the estimated value and the net 
amount realized from the sale of resid- 
uals is adjusted between the two ac- 
counts. This throws a slight amount 
(either debit or credit) into the 
residuals-produced account in a given 
month which is not applicable to that 
specific month. The difference, how- 
ever, would usually be slight. 

Any costs incurred in preparing and 
handling residuals for sale and making 
deliveries for same are charged to resid- 
uals expense account or an appropri- 
ately designated subdivision thereof. 
Both the residuals-produced account, 
with its credit balance, and the residuals 
expense account, with its debit balance, 
are “included in the financial statements 
under the general heading, production 
expenses.” Thus, the net profit on re- 
siduals reduces the production cost. 


Donations to charity. The authors of 
the uniform system apparently wanted 
to make it as easy as possible to adapt 
the system to federal income tax pur- 
poses when they provided that donations 
to charitable institutions and organiza- 
tions for promoting social welfare 
should be charged direct to profit and 
loss account after obtaining the amount 
of net profit of the utility for the year. 


III. Flexibility. of the System 


Mention has been made heretofore of 
the methods adopted by the authors of 


the uniform systems for permitting 
utilities to exercise options in the keep- 
ing of some accounts. In many cases 
the reason is obvious. In some in- 
stances, also, an option exists which is 
so minor in character as not to require 
special comment at this time. A few of 
the more important options allowed 
which make the systems more flexible 
from the point of view of the utilities 
are enumerated and discussed briefly 
below: 


Uncollectible bills. A utility is given 
the privilege of charging uncollectible 
items to uncollectible bills account from 
time to time as the accounts are found 
to be bad, or of charging the account 
with only an estimated amount from 
month to month. Under the latter plan, 
a reserve is created which is charged as 
debts are found to be uncollectible. The 
treatment of collections made on ac- 
counts previously written off as uncol- 
lectible is provided for in a very satis- 
factory way. Such collections are 
credited direct to the expense account 
“uncollectible bills,” if no reserve is 
used; but they are credited to the re- 
serve account when estimated 
method of handling uncollectibles is fol- 
lowed. The income tax regulations re- 
quire a credit to bad debts recovered 
account under either method of account- 
ing. In my opinion, the uniform sys- 
tem procedure is more reasonable when 
a reserve is used. The reserve is pre- 
sumed to be created on a basis of ex- 
perience over a period of years. This 
experience is the net loss from bad ac- 
counts. Therefore, if gross loss is 
charged to the reserve account as debts 
are written off, the recoveries there- 
from should be credited to the reserve 
account in order to avoid having a debit 
balance in the reserve account from this 
cause. 
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Interest and dividends receivable. 
The utility company is given the option 
of settling up a current asset and in- 
come account for interest and dividends 
on securities held by it at the end of an 
accounting period or of holding such 
interest and dividends receivable in a 
suspense account until collected. 


Replacement fund. Provision is made 
for funding the retirement reserve of a 
utility, as evidenced by the following 
sentence under the heading “‘replace- 
ment fund”: 


If the accounting company desires, or is 
required, to segregate in a special fund the 
assets, or any part of the assets, represented 
by the retirement reserve, the ledger value of 
such assets shall be included on the balance- 
sheet in this account. 


Property abandoned. If a utility 
abandons property the cost value of 
which is greater than the retirement re- 
serve created therefor, the excess may 
be charged to profit and loss or to an 
account called “property abandoned.” 
The system provides, however, that 
“charges to this account shall be made 
only with the permission of the regu- 
latory commission, and the amount so 
charged shall be amortized through 
annual or more frequent charges over 
a definitely determined period to such 
accounts as shall be proper.” 


Sinking fund. Another important 
practice in which the utility is given an 
option is that of funding its sinking- 
fund reserves. This opinion naturally 
would be subject, to some extent, to pro- 
visions of trust deeds and bond inden- 
tures. Through the several accounts 
“income 
from special funds,” and “sinking-fund 
reserves” the utility may, as it desires, 
or as it is required by contract to do, 
credit interest on sinking fund direct to 
the reserve or to the income account. 


Self-insurance. Any utility that car- 
ries its own insurance of any kind in 
whole or in part may, according to the 
uniform classification, charge insurance 
account and credit casualty and insur- 
ance reserve. The method of determin- 
ing the amount of such entry in any case 
is not described in the classification. Pro- 
vision is made, also, for entries when 
a utility carries insurance in a mutual 
company. 


Welfare work and pensions. The 
Association of Railway and Utilities 
Commissioners apparently observed the 
trend of the times in making it possible 
to account readily for welfare work 
among employees, and pensions for re- 
tired employees. Expense accounts are 
provided for each of these as subdivi- 
sions of general and miscellaneous ex- 
penses. 


Taxes on net income. An account 
bearing the title “taxes on net income” 
is provided and it is so placed in the 
numbering system and in the income 
statement that it is the last deduction 
from incomes before obtaining net in- 
come or net loss for the year. This 
account is to be used “when such taxes 
are not allowed by the regulatory com- 
mission as revenue deductions in com- 
puting the ‘fair’ return on invested 
capital, but are considered to be a 
charge against the stockholders or other 
owners of the enterprise instead of an 
expense of the business to be trans- 
ferred to the public through the prices 
to be charged for the service which the 
accounting company renders.” In other 


words, the authors of the uniform sys- 
tem recognized that some state commis- 
sions might take the view of the Federal 
Internal Revenue Department that in- 
come taxes are a sharing of profits with 
the government rather than a cost of 
doing business. If a state commission 
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does consider income taxes as a legiti- 
mate element of the cost of doing busi- 
ness, then such taxes are chargeable to 
an account called ‘taxes assignable to 
gas operations,” “taxes assignable to 
electric operations,” or similar accounts 
for other utilities. Under the latter in- 
terpretation, income taxes would be in- 
cluded as an expense in calculating, from 
time to time, the amount which a utility 
must receive through rates charged to 
customers in order to meet all expenses 
of the business. 


Penalty theory of discount. The fol- 
lowing note under the general discussion 
of “operating-revenue accounts for gas 
companies” shows that a utility may use 
the penalty theory of cash discount and 
consider such discount as income in addi- 
tion to net sales rather than a deduction 
from a previously entered gross sales 
figure : 

Note A: If a gas corporation desires to 
credit its revenue accounts upon the basis of 
net price charged to consumers, it may be al- 
lowed to do so upon filing with the regulatory 
commission a notice of its intention. In such 
case, all discounts forfeited or penalties 
charged for delayed payments shall be credited 
to the revenue accounts involved and kept in 
such form as to permit their being separately 
reported. 


Free service. From the point of view 
of a ready comparison of production 
costs, one option offered utilities is some- 
what unusual. Reference here is made 
to the option which utilities are given of 
omitting entirely any charges to its sev- 
eral departments for service rendered 
by another department. For example, 
if a gas company uses gas in its produc- 
tion department, or furnishes gas free 
of charge to a municipality, or to em- 
ployees in lieu of wages, it may refrain 
from making any entry for such gas dis- 
posed of. On the other hand, it may 
charge production, franchise require- 
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ments, or wages and credit “duplicate 
miscellaneous charges.” The balance of 
this latter account is treated as one of 
the deductions from operating expense. 


Joint costs. The question of joint 
costs in the case of allied utilities under 
one management is provided for by the 
following somewhat flexible provision 
under the heading “joint operating ex- 
penses—Cr.” 


When any plant or equipment is main- 
tained or operated by the accounting company 
for the joint benefit of itself and others under 
an arrangement for apportioning the operat- 
ing expenses, the portion of such expenses 
chargeable to others under the arrangement 
may be credited to this account if it is based 
on a percentage of the total operating expense 
or a percentage of the total of some group of 
primary operating expense accounts or deter- 
mined in some similar fashion. So far as 
practicable, joint operating costs should be 
apportioned by primary accounts, and that 
part of such cost borne in the first instance 
by the accounting company, but chargeable 
to the other party or parties to the joint agree- 
ment, should be credited to the primary ac- 
counts involved. 


Merchandise department. It is recog- 
nized in the uniform system that some 
utilities might carry the merchandise 
department merely as a means of en- 
couraging business for the main prod- 
uct, while others might be so located as 
to make the merchandise department 
self-supporting. The option offered in 
this respect to gas companies (which is 
similar to those offered electric com- 
panies) is expressed in the classification 
under “merchandise and jobbing,” as 
follows: 


Note C: If the accounting company sells 
merchandise or does jobbing work at or below 
cost for the purpose of inducing greater use 
of gas, a debit balance in this account, due 
to such a practice, shall be charged to operat- 
ing expense account number 771, “new busi- 
ness expenses,” or the appropriate subdivision 
thereof. 
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Note D: If the accounting company is 
engaged in merchandise or jobbing primarily 
for direct profit rather than for stimulating 
the consumption of gas, such merchandising 
and jobbing may be organized and accounted 
for as a distinct department of the account- 
ing company, coordinate with the gas depart- 
ment. 


As inferred in the opening comments 
herein, one cannot peruse the uniform 
systems of accounts adopted by the Na- 
tional Association of Railway and 
Utilities Commissioners without feeling 
the benefits to be derived from having 
such systems in operation, especially for 


those utilities whose holdings extend 
into more than one state. Reports indi- 
cate that the results already obtained 
from the use of the new uniform sys- 
tems are highly satisfactory. Good ac- 
counting principles and terminology, 
except in a few cases, are to be found in 
them, and undoubtedly they show the 
result of experience of accounting offi- 
cers of utilities commissions in handling 
cases over a long period of years. These 
systems should play a big part in mold- 
ing accounting practices and procedures 
in the United States. 
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A CHALLENGE—TO{THE PUBLIC? OR TO 
THE REAL ESTATE BUSINESS? 


By JOHN D. BLACK 


N abstraction, unless it can be 
A reseed to a catch phrase or a 

~ slogan, is likely to have only a 
very gradual influence upon mankind. 
But a concrete manifestation will draw 
its followers by the thousands. One 
man is pinioned by a rock in a cave in 
Kentucky, and in a day 10,000 men 
have rushed to the spot! And perhaps 
we shall have several state legislatures 
passing laws prohibiting the exploration 
of caves except under certain condi- 
tions. 

We have had abstract generalizations 
a-plenty of late years as to the various 
unsocial practices connected with the 
buying and selling of land. These have 
borne fruit in various state laws 
licensing real estate brokers and in the 
educational and ethical program of the 
National Association of Real Estate 
Boards which reaches some 20,000 
brokers. But giving due credit to the 
efforts of the best elements in the real 
estate business, some sections of the 
land business have not been affected 
to the same extent by this program of 
raising the social and ethical level of 
real estate practice. Moreover, in these 
sections both the public and the real 
estate fraternity are mostly in a state 
of apathy on the subject—at least, in 
a state of too much apathy to give us 
hope of any considerable improvement 
in the immediate future. 

In these circumstances, perhaps what 
is most needed is a series of concrete 
manifestations of the kind of results 
that present practices in backward sec- 
tions are achieving. Not typical mani- 


festations, of course, for typical mani- 
festations seldom stir anybody to action. 
Hundreds of fires occur in factory build- 
ings in which not a single life is lost and 
nobody is particularly excited, but with 
one Triangle Shirt Factory fire the 
whole nation is aroused. 

With such an objective in view, here- 
with are presented descriptions of real 
estate results being achieved at present 
in two areas in the so-called cut-over 
region in the three Great Lakes states. 
The first is an area of sandy land, of 
which there is a plentiful supply in all 
three states, but especially in Michigan 
and Wisconsin, and the other is an area 
of swamp land, of which there is a 
plentiful supply in all three states, 
but especially in Minnesota. The first 
is taken almost verbatim from the col- 
lected field notes and subsequent sum- 
mary prepared by the leader of a squad 
of men who made a land settlement and 
land utilization survey of this and 10 
other areas under the joint auspices of 
the United States Department of Agri- 
culture (Division of Land Economics 
and Land Utilization) and the Univer- 
sity of Minnesota. The second descrip- 
tion is summarized from similar field 
notes taken under similar conditions in 
another state. 


I. The Sandy Area 


The area is a single township in a 
county which is mostly a sandy pine 
EpirortaL Nore: The reader will find one an- 
swer to Professor Black’s “challenge” in Mr. 


Faast’s article, “Practical Policies of Land Coloni- 
zation,” on page 300. 
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plain. On the eastern and western 
edges of the county are fair to good 
moraines of clay and sandy loam. 
These support four fairly prosperous 
farming communities now mostly in 
their second generation. The particular 
township chosen for study is mostly a 
dry Jack pine plain. On the north is 
a morainic ridge which has a slight ad- 
mixture of silt with the sand. In the 
southeast corner is some lower land 
which is moist and carries a growth of 
cedar, white pine, balsam fir, and pop- 
lar. All the land in the township has 
been cut over, and all except the moist 
land area seriously burned over. 

And yet the township has good trans- 
portation facilities. The county seat, 
which is at a junction of two railroads, 
is situated on the south line of the town, 

In the spring of 1920, there were 
26 families living in the township. Four 
of these belonged to the adjoining 
county seat village above mentioned 
and secured none of their living from 
the land. One family could not be lo- 
cated. 

Self-sustaining Farms 


Of the 21 interviewed, only 4 were 
self-sustaining on their land. Two of 
these live in the swampy areas in the 
southeastern corner. These two farms 
include a considerable amount of swamp 
pasture, which makes it possible for the 
owners to keep cattle. The remaining 
land has enough body so that with the 
manure from the live stock it will grow 
rye, oats, and clover for hay. Some 
posts and pulpwood are also sold. One 
of these farmers is a foreigner who paid 
cash in full at time of purchase nine 
years before; the other is an American 
who settled here over 40 years before 
and has accumulated 640 acres, mostly 
at tax sales. 

Another of the four families is of 


foreign stock, and settled here 13 years 
before, on a tract close to the village. 
Most of the income of this family is 
derived from poultry, eggs, and milk. 
The fourth self-sustaining family is of 
native stock and derives most of its in- 
come from summer boarders, actually 
cropping in 1919 only 6 out of 400 
acres. This settler has also lived in the 
area over 40 years. All four of these 
families have relied outside 
sources of income a good deal in the 
past, the two American families upon 
incomes from school teaching and 
county offices, and the two foreign fami- 
lies from road work and odd jobs. The 
foreigners barely escape destitution. 


Status of Non Self-supporting Families 


Of the remaining 17 families, 2 
were not farming at all, one being a 
cigarmaker plying his trade in the coun- 
try, and the other merely keeping his 
family here while working elsewhere. 
Of the remaining 15, all but 6 had 
been in the district less than a year, 
and were still living on the savings 
brought with them. None showed any 
promise of remaining more than a year 
or two. Of the remaining 6 families, 
2 each had a member of the family in 
full-time city employment supplying the 
major part of the family living, and 
4 were living in the swampy area in the 
southeastern corner and were combin- 
ing outside earnings with some income 
from their farms. 

Of the nine families who had settled 
in the last year, only one had begun 
upon land with no clearing. Two more 
had only several acres cleared. Some 
of the places had fairly substantial 
buildings dating back to the days when 
lumbering supplied the living for the 
region. The largest clearings in the 
township go back to this previous eco- 
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nomic period when hay, grain, and vege- 
tables were needed in the lumber camps. 
One farm had 100 acres cleared in this 
way. Very little new clearing is being 
done. The new settlers mostly locate 
upon old farms, and seldom stay long 
enough to take up clearing in earnest. 
In the 30 years during which real es- 
tate activity has been in progress in 
the area, the amount of new land 
cleared has probably not balanced what 
has gone out of farming use. 


Vacant Land 


In addition to the 22 occupied places 
in the township, there were 32 vacated 
farmsteads with clearings ranging as 
high as 60 acres, and buildings in a 
partly dilapidated condition. From 
time to time, some of these 32 have 
been reoccupied for brief periods, and 
no doubt this will continue. But a good 
many of the 32 appear to have been 
finally abandoned, with oak sprouts re- 
possessing the fields, and the houses sub- 
stantially in ruins. In addition, there 
were identified 13 abandoned clearings 
of still earlier date, from which build- 
ings and all other improvements had 
disappeared. 


Land Transfers and Ownership 


This township has never been the 
scene of important real estate promo- 
tion. No big selling agency has given 
more than incidental attention to it. 
And yet transfers have been numerous 
and continue to be so. It is doubtful 
if there are more than seven parcels of 
land in the township which have not 
changed hands since 1900. The ma- 
jority have been sold several times since 
then. In 1919 alone, 36 transfers were 
recorded. In one section (640 acres) 
chosen at random, 23 transfers of title 


in the preceding 12 years had been re- 
corded. This land was held in 1920 
by 10 parties. This means that about 
one-fifth of it had been changing hands 
each year. The section is not touched 
by a road, has no clearing, and only one 
attempt has ever been made to farm 
upon it. It is all owned outside the 
state; one parcel in Ohio, and the rest 
in Illinois, mostly in Chicago. Of the 
23 grantees since 1918, not one had 
been a local party. 

Taking the township as a whole, of 
the 233 owners, 137 were listed as resi- 
dent in Illinois, and 116 in Chicago 
alone; 61 as resident in the state, 40 
of these in the county; and the re- 
mainder in 7 states ranging from Cali- 
fornia to Texas to New Jersey. Six 
parties owned a section or more each. 
The average size of the remainder 
of the holdings was 82 acres. There 
were many 40-acre tracts which had 
never been surveyed out, but had been 
conveyed and reconveyed. 

The main factor in the frequency of 
sales is the apparent cheapness of the 
land. After the lumbering days, most 
of it was picked up at tax sales by tax- 
title purchasers who then peddled it out 
through newspaper advertising, largely 
at a few dollars per acre. Most of it 
probably has never been seen by the 
people who have owned it. It is diffi- 
cult for the purchaser of such an indi- 
vidual tract to sell land of this sort on 
commission through an agent or for 
cash directly. The commonest form of 
transfer has been by trading. Houses, 
stores, and shops in Chicago in particu- 
lar have been traded for this Jack pine 
sand. A not uncommon procedure has 
been for a tired owner of some of this 
land to include it as a largely fictitious 
partial consideration in a city real es- 
tate transaction. Wanted by neither 
party actually involved in the transac- 
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tion, the land drifts into the hands of 
the real estate operator who handles 
the deal. He then trades it for the in- 
come-producing property of some land- 
hungry city worker, usually in certain 
foreign groups. In this township the 
operations have been especially among 
Chicago west side Bohemians and Lith- 
uanians. Other of the purchases have 
been in the nature of cheap speculation 
made by persons who never intend to 
occupy the land, but hope to get some- 
thing for very little. 


Details of Real Estate Activity 


Following is a more detailed descrip- 
tion of the real estate activity, not so 
much in this particular township as in 
the county as a whole: 


1. LocAL REAL Estate Activity. 
The county seat has one active real es- 
tate man. He has a connection with a 
Chicago firm, but apparently does not 
make much use of it. His business is 
mostly in the sale of improved farms, 
some in the four farm settlements men- 
tioned, but probably mostly on the Jack 
pine plains. Almost all of the farms on 
this land are on the market, whether 
occupied or unoccupied. His business is 
not brisk. Prices are low. Farms with 
the usual improvements and adequate 
cleared land are on the market for the 
most part at from $10 to $20 an acre 
and at almost any terms. The value of 
the improvements, excluding cost of 
clearing the land, will approximate in 
many cases the price asked for the 
farm. This agent is, nominally at least, 
opposed to the selling of cut-over pine 
lands. 


2. OUTSIDE REAL EsTATE ACTIVITY. 
(a) Sale of tax titles. Much land 
has been sold in the county for taxes, 
and certain buyers in particular have 


picked up tax titles and accumulated 
sizable holdings, although they rarely 
consolidate them. Here is the case of 
one such operator: He has bought much 
tax-title land in the western part of the 
state. He does not go to the trouble 
of perfecting title, but buys simply the 
taxes at the auditor general's office with- 
out going through the steps giving un- 


disputed title. In his sales he gives 


merely a quit-claim deed. He is there- 
fore able to offer lands at a low figure 
and still make a good profit. In 1920 
he was advertising a bargain sale at 
prices such as $3.95 an acre. The ad- 
vertisements were running in Chicago 
papers with the price featured and hard- 
ly any statement regarding the lands, 
except as to the state in which they were 
located. 

Here is the case of another operator: 
This firm prepares lists showing the lo- 
cation of the land in several western 
counties in the state. If it owns the 
land, there is no record of it. Possibly 
it has optioned these tracts from several 
tax-title purchasers in Chicago. The 
records give this suggestion. The firm 
seems to avoid publication of any liter- 
ature, but uses newspaper and maga- 
zine advertising. Last year this firm of- 
fered 10 tracts in this county lying in 
6 different townships. The records dis- 
closed that all of these tracts had been 
sold on tax deeds at least once and four 
of them twice. They had passed from 
the tax-title purchaser by quit-claim 
deed to other parties, and were there- 
fore not quite in the nature of the offer- 
ings of the operator listed above. The 
actual cost to the tax purchaser was not 
much in excess of 50 cents an acre. 
They were then being offered at $11.50 
and $12.50 an acre. Terms quoted 
were $100 down and $10 a month, on 
a land contract. 

The history of one of these individ- 
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ual tracts is as follows and is rather 
typical: Original grant by United 
States to Pere Marquette Railroad, 
1856; railroad to lumber company, 


1888; lumber company to Chicago par- . 


ty, 1891 (probably cut-over). Then 
follow 7 warranty deeds, probably all 
to Chicago parties, between 1891 and 
1895. The last 5 of these bear Swed- 
ish names and suggest the characteris- 
tic bartering of such land among a for- 
eign group. In 1907 the state sold the 
land for delinquent taxes. The last 
record is a quit-claim transfer in 1911. 
Such quit-claim transfers not uncom- 
monly are followed later by warranty 
deeds on further sales, although these 
deeds are no better than the grantor 
who issues them. 

A third operator owns scattered hold- 
ings in the northern part of the county, 
convenient to its major operations in 
the adjoining county. This company is 
a large operator in lands of this type in 
this part of the state. Most of its land 
in this county is said to have been se- 
cured through tax-title purchases. The 
company gives a warranty deed, having 
previously perfected title. The cost of 
legal notices adds a dollar or two to the 
actual cost of the land per acre. 


(b) Foreign-language firms. From 
time to time, real estate promotion has 
cropped out in some particular foreign- 
language group in Chicago. Little is 
known of these promotions until some 
of the purchasers arrive to make their 
homes in the area. The agencies appar- 
ently pick up land that is floating around 
in abundance in the Chicago real estate 
market and peddle it in small tracts. 
About 14 years ago, there was such an 
activity in the Italian settlements of 
Chicago, but only one of these men is 
left, and is now employed on the rail- 
road. More recently, Lithuanians and 
Poles have been similarly canvassed by 
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the trading: method previously de- 
scribed. When one of these buyers has 
been “plucked,” he is likely to return 
to the city and try to unload on one of 
his fellow countrymen. 

The latest of these promotions was 
set forth in a Polish circular, and was 
under way in 1920. The supervisor of 
the township protested against having 
these people unloaded on what he called 
worthless land. He feared that they 
would become his wards. Also, this 
tract was so near one of the morainic 
farm districts of the better sort that he 
feared that the settlement of the Poles 
would ruin the free grazing which the 
established farmers were using to good 
advantage. He apparently felt that his 
township had reached the point of 
economic saturation. 


(c) Lot promotion. This county af- 
fords a good illustration of a nuisance 
that is repeated frequently in this coun- 
try—the plotting of small lots. A 
monotonous pine plain tract without 
lake, stream, or railroad passed from 
the Pere Marquette Railroad Company 
to a lumber company, then to a land 
speculator who grew tired of it. In 
1903 it was sold for taxes. The tax 
purchaser sold it in 1904 to a subscrip- 
tion book publisher who in 1905 platted 
it into 400 half-acre lots. These lots 
were given free with a set of books. 
Some people bought numerous books in 
order to get as many lots as they want- 
ed. Nineteen lots were recorded to 
California parties, 17 to Ohio, 14 to 
Iowa, 14 to Idaho, 11 to Colorado, and 
soon. Two failed to pay taxes the first 
year, and from that time on the tax de- 
linquent list increased. Thirteen out of 
the total were still paying taxes in 1918. 
Twenty had dropped out the year be- 
fore, and 20 a year before that. The 
cost of handling these lots has far 
exceeded their value both to state and 
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county. The reconsolidation of the tract 
is impossible as long as individuals 
persist in paying their taxes, and there- 
after the cost of perfection of title will 
probably exceed the value of the prop- 
erty. 

II. The Swampy Area 


The tract of swampy land chosen for 
this description is wholly devoid of set- 
tlement. It could not possibly be farmed 
at the present time. Some of it is hard- 
ly accessible even for purposes of inspec- 
tion. In its natural condition much of 
it is nothing more nor less than “mus- 
keg,” that is, swamp consisting of shal- 
low water overgrown with sphagnum 
moss and more or less filled with some- 
what decayed vegetable matter. In 
many places the moss and water are 
more than 20 feet deep. In others, the 
vegetable matter has mostly reached a 
stage of decay that entitles it to be 
called peat; and over broad belts around 
the edges of some of these swamps, the 
peat may not be more than a few feet 
deep. 

Much of this land was until recently 
part of the swamp land domain of the 
Federal Government. The homestead 
laws require personal examination of 
land and residence upon it for stated pe- 
riods. Residence upon most of this 
swamp land is out of the question. The 
supposition of many people has been 
that if it were only drained, it could be 
farmed. Consequently, about 1910 
Congress passed the Volstead Drainage 
Land Homestead Act, which was in- 
tended to be a modification of the gen- 
eral homestead act adapting it to drain- 
age land conditions. Thus any one with 
a homestead right is permitted to ac- 
quire title to 160 acres of this land with- 
out living upon it, paying the usual 
$1.25 per acre. Moreover, the 1910 
Act permits any owners or homestead 
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holders in any township to establish in 
said township a drainage district, issue 
drainage bonds to pay for the ditching, 
and levy the interest and principal pay- 
ments on these bonds as annual assess- 
ments against all the land in the town- 
ship, even including government-owned 
land. Thereafter any one purchasing a 
piece of this land has to pay not only 
the current assessments, but all delin- 
quent assessments, with interest on the 
same at 12% per annum. The Federal 
Government, of course, becomes delin- 
quent on all its remaining holdings in 
the township. 

Under the terms of this act, practi- 
cally all the public swamp lands in this 
whole region were laid out in drainage 
districts. The region is probably great- 
ly overdrained, or at least prematurely 
drained, and the forest-fire hazard has 
been greatly increased in consequence. 
Promoters made a business of creating 
drainage districts and selling the bonds. 
Many of them were sold considerably 
under par. No doubt the drainage con- 
tractors also profited greatly from this 
activity. 

Real Estate Activity 


Lastly, the present policy has fur- 
nished a splendid opportunity for that 
species 'of real estate practitioner who 
calls himself a “locater.” The follow- 
ing excerpt from the advertising liter- 
ature of one of the “locaters” illustrates 
the methods and tactics employed by 
some of them: 


We positively guarantee that these com- 
plete reports and plats now shown at our 
office contain all the information required 
to enable us, who are thoroughly familiar 
with them, together with the applicant after 
he comes to our office, to select-the best and 
most valuable tract of government land ob- 
tainable on the day the applicant or his ap- 
plication arrives at our office. It has taken 
many years of expert professional work, in- 
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volving a great expenditure of money, to 
obtain all the absolutely accurate informa- 
tion contained in these reports and plats, 
but when all this vast information is ac- 
quired and these plats are complete, same 
enables us then to absolutely guarantee to 
each and every prospective purchaser that 
we, in 10 minutes, can and will make, all 
things considered, a better selection at our 
office for our customers than can possibly be 
made by a hurried trip to the land by the 
average landseeker or any one else not hav- 
ing the knowledge we have of the govern- 
ment lands, and thus every common-sense 
landseeker can, and will, buy this land from 
the government through our office with ut- 
most confidence and with absolute assur- 
ance of getting the best land there is to be 
had without going to see the land for him- 
self. 

The fact is that the only service ren- 
dered is to select on a map a piece of 
muskeg or peat land which contains no 
timber of importance. ‘For this ser- 
vice, and for inducing the victim to as- 
sume the burden of taxes and special 
assessments, amounting to from $25 to 
$40 a quarter section, the charge is 
from $560 to $680 a quarter section in 
the case of a typical concern of this kind. 
These prices include the back taxes paid 
by the company,” ? and the $1.25 per 
acre paid to the government. 


Present Real Estate Situation 


To complete the picture, it only needs 
to be stated that practically all of the 
federal swamp lands in this whole re- 
gion have been sold at least once on this 
basis, and some pieces have already been 
sold two or three times. At present 
writing, almost a third of the tax de- 
scriptions in one whole county in this 
region are reported as delinquent. This 
means that the buyers of it have discov- 


* Settlement and Colonization in the Great Lakes 
States, United States Department of Agriculture, 
Bulletin No. 1295, pp. 81-82. 


* Ibid, p. 82. 
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ered the nature of their investment, or 
have grown tired of paying the heavy . 
drainage assessments, and are letting 
their land go upon the delinquent-tax 
market, to be purchased again by the 
“locaters.” The “locaters” seem to be 
doing as thriving a business buying up 
“relinquishments” or tax-sale lands and 
reselling them as they did selling the 
land the first time. It looks as if the 
process could continue for a long time 
to come unless checked in some way. 
For who is ready to say when this land 
will pass out of the sub-marginal class? 

Who have bought these lands? Many 
have been actual prospective settlers— 
not prospective in the near future, of 
course, but in the next 10 or 20 years. 
A surprising number of them are farm- 
ers in the Corn Belt who are buying 
these lands expecting them presently to 
become rich farming lands as have some 
swamp lands in their neighborhoods. 
Some of these are thinking particularly 
of providing land for their oncoming 
sons. Other buyers are city-workers 
with a back-to-the-land notion lodged 
somewhere in their heads. They are 
thinking that they will at least have this 
to turn to in their old age. Many other | 
buyers, however, are more nearly specu- 
lators than these classes that I have 
mentioned. 

Some of the real estate men who deal 
in lands of this type justify their busi- 
ness on the ground that they are not 
selling it to actual settlers, but instead 
to persons who expect to get something 
for nothing, and they consider such 
persons fair game. This, it will be ap- 
parent, is only a partial truth. Many, 
indeed, of the buyers are potential 
settlers. 


III. Remedies 


It is not the purpose of this article to 
suggest remedies for the conditions that 
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have been described. The writer 
wishes, however, to make a few obser- 
vations on this point. The first of these 
is that there is not much that is now 
being done by the real estate fraternity 
in these sections, by the Federal Govern- 
ment, or by any of the states, that is 
making any particular impression upon 
conditions such as have been described. 
Except in a comparatively few places, 
the objectionable practices are going 
on unabated. There is a tremendous 
amount of land in the United States that 
lends itself to such practices; and there 
is a tremendous number of persons who 
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are potential subjects for such victim- 
izing; and there seems to be no decline 
in the number who are willing to be the 
middlemen and bring the two together. 
Real estate licensing procedure will have 
to be more rigorous than it is now be- 
fore it will remedy the situation. Like- 
wise state commissioners of immigra- 
tion will have to conceive their tasks 
upon broader lines than most of them 
do. And real estate bodies will have to 
bring into these backward sections their 
higher standards of business and social 
ethics. And perhaps all these will not 
be enough. 
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PRACTICAL POLICIES OF LAND 
COLONIZATION 


By B. F. FAAST 


MERICA’S history is filled with 
the thrills of frontier life. It is 

history of exploration and 
pioneering. For three centuries Amer- 
ican people have been pushing west- 
ward, engaged in a struggle to conquer 
the wilderness. The prairie-schooners, 
caravans, Indians, and all the colorful 
but strenuous life that went with them, 
are now things of the past. The old 
frontier has been pushed westward and 
northward until it has almost disap- 
peared into the Pacific Ocean and be- 
hind the Arctic Circle. 

A new frontier still remains, however, 
in the arid lands in the West, swamps 
in the South, and forest lands in the 
North, South, and West, which home 
seekers and “empire builders” passed 
by in their forward march to conquer 
the prairies. In these sections today 
we have the nearest approach to the 
frontier of yesterday. Here the mod- 
ern pioneers are building their new 
farms and towns, and establishing busi- 
ness and industry. Constructive land 
settlement does not mean merely open- 
ing new farms, as is so often thought. 
Industry and business must develop 
jointly with the new farms. Town and 
country are dependent, one on the other, 
and in planned communities the pioneer 
merchants, manufacturers, and farmers 
work together in the common cause of 
community building. 


The Old Pioneer Spirit Still Lives 


The question is often heard, “Why 
settle new lands as long as there are 


deserted farms in the old, settled re- 
gions?” ‘‘Why not reoccupy the aban- 
doned farm homes and inject young 
blood in these non-progressive dis- 
tricts?” This policy has been tried 
time and time again. History has given 
the answer. These farms were aban- 
doned partly because they became un- 
profitable in competition with newer 
and more fertile lands and partly be- 
cause of the desire to have a share in 
the building of a new country. 

Yet the pioneer spirit which prompted 
the opening up of new lands and the 
abandonment of farms in other regions 
still exists. America is filled with op- 
timistic young men and women who long 
to start life in a new country where they 
can play a larger part in the doings of 
things, where their neighbors have the 
same ideals and ambitions, where all 
start on an equal basis, and where creat- 
ing, planning, and hard work earn a 
rich reward. The pioneer plays an ac- 
tive part in community building. The 
schools, the town government, the roads, 
the cooperative enterprises, the banks, 
the local industries, all are the result 
of the thought and labor of some group 
of pioneers. 

In the older communities business in- 
stitutions are established, the ‘“‘old- 
timers” are in control of school and 
town affairs, traditions, and customs; 
and the well-known, self-satisfied atmos- 
phere stifles the ambitions of the 
younger men and women who want to 
do things a little differently and a little 
better. Is this not one of the answers 
as to why the future farmer, like the 
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business and industrial leader, is ever 
seeking new lands? Is this not one of 
the reasons for the remarkable prog- 
ress of America? Until the old farming 
districts catch the spirit of young Amer- 
ica and are willing to rebuild town 
and country, the best of America’s youth 
are going to search for and demand 
pioneer land-settlement projects, where 
town and country are in the making, 
and, where a new agriculture and new 
industry are being created. 

The opportunity for home ownership 
is greater in the new countries and new 
regions, for there owned homes can be 
secured with but little cash and on favor- 
able terms. Labor and creative leader- 
ship is the price of home ownership, 
and most young men and women are 
willing to labor and plan in order to 
secure a home in a country which they 
have helped to build. This continuing 
pioneer spirit explains much of Ameri- 
ca’s rapid development in the past; it 
explains, in large measure, the present- 
day eagerness to settle the modern 
frontier. 

To meet this demand for new farms 
on the frontier, various policies, some 
good, some bad, have been practiced. 
The modern colonization company is as 
different from the old land selling agen- 
cies as the modern frontier is different 
from the frontier of yesterday. Experi- 
ence has taught that it pays, in the long 
run, to use methods which two genera- 
tions ago might have been derisively 
called “social uplift.” The modern 
colonization company pays more atten- 
tion to scientific methods than to rule- 
of-thumb practices. This is merely one 
difference among many. It is impossible, 
in the short space of an article, to de- 
scribe all the current practices and why 
they were adopted; it must suffice to 
point out a few outstanding, practical 
policies of modern colonization. 


Economic and Soil Surveys 


Before any large tract of land is 
blocked into farm units and sold to home 
makers, a detailed soil and economic 
survey should be made to determine for 
what the land is best adapted. 

While the productive power of the 
soil is one of the first essentials for suc- 
cessful farming, it is of equal impor- 
tance to determine what crops can be 
marketed at a profit. Certain soils may 
produce big yields; but there may be no 
market for the crop, or the freight-rates 
may be prohibitive. It is therefore 
essential that in addition to the analysis 
of the soil an economic survey be made, 
so that the farmers will know what kind 
of farm produce the market will absorb 
at a fair profit. New markets and new 
crops should be studied. Instead of 
producing only foodstuffs, our farms 
should grow more raw materials for our 
manufacturing plants. Here is a field 
that has hardly been touched by the 
farm economists. 

Lands not suitable for land settle- 
ment, such as submarginal, non-avail- 
able, or surplus good lands, should be 
utilized for reforestation, grazing, or 
recreational purposes. These lands will 
then be conserved as potential homes 
for succeeding generations of home 
seekers. If only the good available 
farm land were opened for planned land 
settlement, there would be no surplus 
farm land and no cause for the cry of 
“overproduction.” 

The Department of Commerce ad- 
vises manufacturers and jobbers as to 
the demand and supply for the products 
of the industry. Many trade and com- 
mercial organizations furnish this kind 
of information to their members. Busi- 
ness statisticians and analysts, such as 
Babson and Moody, issue weekly service 
letters to their subscribers. Farm or- 
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ganizations must also make economic 
surveys and keep their members advised 
as to the market conditions. It may be 
desirable to have federal and state 
agencies work in cooperation with such 
groups as the American Farm Bureau, 
the National Council of Farmers’ Co- 
operative Marketing Associations, and 
the other farmers’ organizations. 

‘From whatever reliable source such 
information comes, it is important to 
_ have these data, in order to make a 
wise selection of the land and a division 
of the tract into proper-sized farms. 
All this information bears upon the 
earning capacity of the land, upon 
which so much of the success of the 
settlement depends. 


Colonization Is Replacing “Just 
Selling” Methods 


The demands of the farm seekers of 
today are slowly but surely forcing a 
change in the method of land selling. 
In place of the old-fashioned land office 
with nothing to sell but a title to a piece 
of land, there has come the modern 
land-settlement company, with well- 
planned communities, good roads, at- 
tractive farm buildings, good market 
centers, farmers’ cooperative associa- 
tions, and service to the farm buyer 
as one of the outstanding features of 
the sales plan. Land settlement should 
mean more than mere selling of a piece 


of land. 
The Example of City Planning 


Not so many years ago, the city real 
estate men learned that in order to 
attract families to the industrial centers, 
it was necessary to do more than just 
sell a lot. Subdivisions were carefully 
platted, parks and playgrounds pro- 
vided, utilities installed, and modern 


homes erected. Finance corporations 
were organized to sell these homes on 
the long-time payment plan. State legis. 
lation and municipal ordinances gave 
aid and encouragement to the home- 
owning movement. Nearby factories 
furnished a market for labor. The suc- 
cess of these modern subdivision proj- 
ects has proved the soundness of this 
method of constructive development 
and liberal sales policy. 

This same planning, building, render- 
ing of service, and long-time credit must 
be a part of every successful land- 
development project of the future. The 
men and women of today will never go 
back to the old pioneer conditions of 
50 years ago. Modern methods must 
be applied to farm and community 
building, just as they are now being 
applied to the rebuilding of our cities. 


Rural Planning 


The soil and economic survey will 
determine the size of the farm units to 
be sold, the location of the highways, 
schools, social centers, rural parks, 
towns, and the kind of farming to be 
followed. After the roads are built, 
schools and community centers con- 
structed, towns laid out and started, 
then comes the work of bringing in new 
families and locating them on their new 
farm and town homes. 

Under the colonization plan of settle- 
ment, an attractive, yet inexpensive, 
house and a barn are usually built on 
each farm unit. The general appear- 
ance of a new country where the small 
farm cottages have architectural char- 
acter and are attractively painted, and 
where a few trees, shrubs, and flowers 
frame the homestead, is in striking con- 
trast to the average tar-paper shack 
and log cabin of the beginner in un- 
organized and isolated settlements. 
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The Importance of Credits and 
Their Amortization 


The majority of land-settlement or- 
ganizations provide for the credit needs 
of their new farmers. It requires cap- 
ital to reclaim, develop, and equip a 
farm home out of raw land. The 
developing organization provides the 
credit necessary for reasonable devel- 
opment of farms to the point of profit- 
able export to market. The credit terms 
are as important as the amount of 
credit. 

Any successful system of farm credits 
must grant loans for such a length of 
time as will allow repayments from the 
earnings of the farm. If 30 to 35 years 
is deemed the proper length of time for 
a federal farm loan on the amortization 
principle, it is all the more necessary 
that an equal or longer term credit be 
granted to the new farmer, who must 
reclaim, improve, and equip his farm be- 
fore he reaches the stage of export pro- 
duction. All capital loans advanced 
for improvement purposes should be 
made on the amortization plan for a 
period of 30 to 40 years, with no pay- 
ments for the first 3 to § years. This 
credit, so important to the success of 
the beginner, is usually provided only 
by organized development and selling 
agencies. The new farmer who buys 
land from some individual is too often 
deprived of the advantages of the kind 
of credit he most needs. 


Land Plus Service 


Everywhere in business the word 
“service” stands out as a measure of 
value. Service in country building 
means careful community planning, and 
division of the land into the most 
economical farm units. Service also 
means that the seller helps the new 


home owner in the development of his 
farm. But what of the family that 
buys land in some distant, unorganized 
frontier? The contrast is marked—no 
nearby school, few neighbors, no leader- 
ship, a log house that takes all summer 
to build, no advice on pioneer problems, 
and no credit advanced at a time when 
a few dollars mean the difference be- 
tween success and failure. A country- 
side not planned must some day pay the 
cost of rebuilding. 

The new colonization plan gives as- 
sistance to the beginner when help is 
most needed. The colonization truck 
or team meets the family at the station, 
drives them to their comfortable new 
cottage, all ready to occupy. They have 
neighbors, schools, and a church. The 
Community Club visiting committee 
calls on the newcomers and helps them 
get acquainted with the neighbors, and 
they are invited to attend the social 
gatherings at the community center. 
Yes; service is worth while, and the 
modern pioneer is willing to pay for it. 


Planned Towns Are Important 


The average small country town is a 
sad example of lack of planning—nar- 
row streets, few, if any, parks, poor 
architecture, and inefficient merchandis- 
ing. Our rural towns are the business 
and social centers of the surrounding 
community, and should be made just as 
attractive as are the new subdivisions 
of our growing cities. The American 
small town should serve as the front 
yard or gateway to the country. 

Many of our old American cities are 
being rebuilt; miles of streets are being 
widened; whole blocks are wrecked to 
provide for new buildings, parks, and 


playgrounds. Such is the spirit of in-, 


dustrial America. Our small towns 
and country districts must follow suit. 
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“Main Street” must go. New, carefully 
planned towns on the frontier will grad- 
ually force old-fashioned villages to 
rebuild and modernize. The automo- 
bile, radio, and flying machine are tend- 
ing to unite farm and city, and no land- 
settlement project can be_ successful 
without town and country being planned 
and developed jointly. 

Upon the careful selection of new 
farmers who have the ability to “make 
good” depends the success of any colo- 
nization project. After all, the per- 
sonality of the pioneer men and women 
is as important as the plan of settlement. 
One advantage of the carefully planned 
community with the service features 
emphasized is that it will generally at- 
tract the most desirable families. Am- 
bitious men and women with high ideals 
want attractive homesteads in a progres- 
sive neighborhood, and prefer not to 
move into the “backwoods” or into the 
abandoned farm districts, if they can 
find a planned community that is rap- 
idly developing and has the social ad- 
vantages which modern farmers feel 
that they deserve. 


Land Settlement Creates New Market 


The settlement of new lands not only 
provides desirable homes for the home- 
less, but also creates a market for the 
products of our industry and the surplus 
of our farms. Instead of increasing 
agricultural production undesirably, the 
settlement of cut-over timberlands fur- 
nishes a new consuming market. Every 
pioneer region, during the early period 
of development, is an importing rather 
than an exporting country. During the 
first 10 to 25 years these new frontier 
districts furnish a market for building 
materials, farm tools, machinery, food, 
clothing, live stock, and feeds. Sys- 
tematic land settlement is a real asset 


to any state, and should be encouraged. 
Taxation of Vacant Lands 


In some quarters objections are raised 
to the private holding of unused lands, 
disregarding the economic necessity of 
this policy under some circumstances. 
Instead of increasing taxes on vacant 
land so as to force sales, a plan of tax- 
ation should be adopted which would 
tend to conserve these lands for use as 
the need for new farm homes calls them 
onto the market. In the meantime, they 
should be taxed on a valuation based 
upon their present highest potential use. 
Much of the so-called unearned incre- 
ment on vacant lands is more of a theory 
than a fact. Excessive taxation of tim- 
ber lands is largely responsible for the 
slashing of our forests, which has re- 
sulted in the present shortage of timber. 
Do we want to repeat this mistake and 
likewise waste our agricultural frontier? 

Forcing land onto the market by con- 
fiscatory taxation will not solve the land 
problem, nor will it aid the pioneer 
farmer. ‘Just selling” has been the mis- 
take of the past. We need soil and 
economic surveys, rural planning, the 
community type of land settlement, and 
a fair method of taxation. 


The Frontier a National Asset 


From the humble homes of the pio- 
neers of today and of tomorrow will 
come the future leaders in agriculture, 
business, and industry. Let us then 
conserve and protect one of our greatest 
remaining assets—the American fron- 
tier—and adopt a policy of constructive 
cooperation between the government 
and the private organizations so that 
our vacant lands will be developed at the 
time and in the manner that will best 
serve the interest of the nation. 
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PUBLIC UTILITY FINANCING, 1919-1925 


By HERBERT B. DORAU 


ANY facts bear evidence to the 
M growing importance of the 
public utility industries. The 
every-day dependence of all upon one 
or more of these enterprises is accepted 
and no longer impressive. Only when 
more detailed attention is given to the 
tremendous growth of these new indus- 
tries, does one appreciate the important 
place that the public utility fills in our 
industrial system. 

The growth of public service indus- 
try can be illustrated in a great many 
ways. Whether one examines growth 
of capitalization, number of employees, 
gross revenues or expenditures, the re- 
markably rapid growth of these indus- 
tries during the twentieth century can 
be seen. As might well be expected, 
public service companies have grown 
more rapidly than any other important 
industries. Railroad and industrial in- 
vestments have ‘successively held a 
dominant market position. However, 
the accumulating evidence of the last 
few years seems to point to an era in 
which investments in public service in- 
dustries will be in the front rank of 
popularity and importance. 


The Increased Volume of Public Utility 
Financing, 1919-1925 


The period 1919-1925 is a span of 
six years during which the growth of 
public service industries has been par- 
ticularly rapid. During 1924 the new 
security issues of public utility corpora- 
tions in this country reached the im- 


1The source of the basic statistics for this anal- 
ysis is uniformly the monthly record of new capital 


pressive total of one and a half billion 
dollars, a sum just less than 40% of 
all corporate security issues of record. 

During the years 1919, 1920, and 
1921 the volume of new public utility 
security issues averaged about a half- 
billion dollars par value annually 
(Table 1). The year 1919 was one of 
uncertainties, while the high interest 
rates prevailing during 1920 and 1921 
precluded ‘any great expansion. The 
rise in the price of utility security issues 
during and after 1921 (Chart VII), due 
to falling interest rates and rapidly re- 
viving confidence in the stability of the 
utility industries, encouraged the issu- 
ance of a greatly increased annual vol- 
ume of securities during the years 1922, 
1923, and 1924. ‘Total issues during 
the last three years represented more 
than twice the volume of the years 1919- 
1921 and represented 69% of the grand 
total of public utility security issues of 
record during the six-year period. Dur- 
ing 1924 the total par value of new 
public utility security issues of record 
reached $1,529,639,827. If the volume 
of new issues during the first quarter of 
1925 may be accepted as evidence, the 
peak of utility financing has not yet 
been reached. The volume of new pub- 
lic utility securities issued during the 
first quarter of 1925 was, according to 
the records of the Commercial and 
Financial Chronicle, $614,605,725, a 
volume larger than for any quarter dur- 
ing the entire six-year period under sur- 
vey, and comparable to the yearly totals 
of 1919, 1920, and 1921.7 


flotations of the Commercial and Financial Chron- 
icle. The source is generally accepted as depend- 
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Tasie I. VotumE or New Pustuic Utitity Security Issues sy Montus, 
QuaRTERS, AND YEARS, 1919-1924* 


1919 1920 1921 1922 1923 1924 
Tee $119,368,600 | $ 80,431,000 | $ 65,760,400 | $ 55,449,650 | $ 145,879,286 | $ 133,532, 
29,495,600 32,625,500 30,307,090 51,747,000 112,398,800 93,510,250 
First Quarter. 205,807,200 145,932,440 125,630,490 63,860,175 336,084,686 333,039,950 
6,049,000 45,508,000 30,424,000 59,979,000 76,135,000 134,2 
May 18,079,000 45,597,900 42,300,000 179,633,800 78, 950 27 
31,344,000 23,944,400 11,250,000 115,131,500 110, 145,507,250 
Second Quarter..............00000- 55,472,000 115,050,300 83,974,000 | 354,744,300 264,926,250 558,430,250 
see 49,251,200 30,085,000 136,900,500 51,049,300 25,080,000 124,364,512 
24,081,500 13,708,800 38,911,000 25,693,220 47,457,050 74,131,400 
64,835,000 52,647,000 40,266,000 175,809,500 40,715,120 91,468,000 
138,167,700 96,440,800 216,077,500 253,452,120 113,252,170 280,963,012 
29,120,000 39,095,300 39,533,000 92,016,750 70,634,500 133,280, 
Fourth Quarter. 62,824,750 139,399,010 245,403,230 208,377,300 423,233,052 348,205,715 
462,271,650 496,822,550 671,085,220 980,433,795 | 1,138,396,158 | 1,529,630,827 


“Including all classes of interest-bearing securities and all classes of stock. Someday jeans of steam railways are not included. Com- : 


piled from the monthly record of new capital flotations of the Commercial and Fi: i 


Examination of the monthly volume 
of financing during the last six years 
displays no regularly repeated varia- 
tions (Table I). December and Jan- 
uary are most consistently the high 
months of the year, while August is on 
the average the lowest month. By scor- 
ing each month 1, 2, 3 as it was the 
largest, second largest, and so forth, 
and adding the scores, the following 
average trend over the six-year period 
is observed: 


(Footnote 1 continued from page 305) 
able. With respect to the limitations of the rec- 
ords the compilers explain as follows: 

“Our purpose in these tabulations is to cover 
the new stock and bond issues of the entire country. 
While we aim to make our statements very com- 
prehensive, we strive nevertheless to guard against 
swelling the totals beyond their true magnitude. 
Size is not our aim and large totals in themselves 
furnish no criterion of either accuracy or complete- 
ness. Unless care is exercised to exclude all issues 
except such as actually find a market, the totals 
are likely to run too large rather than too small 
—that is, to exaggerate the new capital demands 
instead of reporting them inadequately. It is proper 
to mention that though our purpose is to cover the 
entire country, it is obviously out of the question 
to include every stock or bond that may be put 
out. Minor issues, of course, have to be ignored, 
since otherwise the task would be altogether too 


January 18 July 43 
February 42 August 63 
March 47 September 35 
April 41 October 38 
May 29 November 45 


June 37 December 28 
During this period of six years and 
particularly between 1921 and 1924 
the changes in the total financing were 
so great that any normal seasonal 
change was submerged by the sudden 
changes in total volume. 


stupendous, and furthermore the sources of infor- 
mation for the purpose are lacking. If, for in- 
stance, a small private corporation puts out a $25,- 
ooo or a $50,000 bond issue, and the new obliga- 
tions are taken entirely by insiders, knowledge re- 
garding the matter in the great majority of cases 
is not likely ever to come to public notice. How- 
ever, the omission of insignificant issues of this 
kind is of little or no consequence, since the sum 
total of them all will never reach any great aggre- 
gate. 

“A more important matter in our estimation is 
to eliminate the issues that are never carried to 
success. At times offerings are only tentative and 
when they do not meet with success they are with- 
drawn and some other means employed of obtain- 
ing the money desired. In order to indicate in a 
general way the plan we are pursuing in our 
compilations, we should say that we make every 
effort to limit our statements to such securities 
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II. SumMaARy OF GOVERNMENT AND CORPORATE FINANCING, 1919-1924" 


1919 1920 1921 1922 1923 1924 
Grand Total...........| $4,286,188,860 | $4,010,048,184 | $4,203,793,085 | $5,244,862,204 | $4,989,745,599 | $6,327,085,941 
Government—Totalf. . . 1,546,535,2 743,487} 1,812,885,274 2,171,579,847 1,756,905,502 2,488,514,877 
prate—Total ...... | | | | | 
Public Utilities....... 271,650 496,822,550 671,085,220 1,138,396,158 1,529,639,827 
Other Corporate§..... 1,187,923,536 1,028,463,374 73,813,750 783,672,051 709,259,596 
*Compiled from the records of the Commercial and Financial Chronicle. 
Loan and War Finance Corporation i ‘ed fe 
ron, st uipment, motors, accessories, other industrial manufacturing. 


The Volume of Public Utility Financing 
Compared with the Volume of 
Other Financing 


Only when compared with the total 
financing and particularly with all cor- 
porate financing during the years 1919- 
1925, does the relative importance of 
the demand for capital by public service 
industries become apparent. During the 
six years under survey the grand total 
of public and private financing of record 
increased. Government borrowing va- 
ried comparatively little, as shown in 
Table II, while financing by industrial 
corporations generally declined in vol- 
ume after 1920. The large amount of 
real estate financing during recent years 
was the important factor in maintain- 
ing the volume of “other corporate” 
financing. 

In 1919, public utility financing rep- 
resented 10.8% of all government and 


(Footnote 1 continued from page 306) 

offered in the United States as actually pass be- 
yond the issuing corporation’s control for a mone- 
tary consideration. In pursuance of this practice 
our statements are rigidly restricted to the follow- 


“tz, Issues which the offering bankers stated 
they had purchased or underwritten; 

“2, Issues which, while it was not directly 
claimed were purchased or underwritten, were 
offered by such banking houses as to give practical 
assurance of a definite commitment on their part; 

“3. Subscription privileges extended to share- 
holders where the right to subscribe to additional 


stock was of such value as to make the taking 


of the additional stock a practical certainty ; 
“4. Offerings by a corporation of its own se- 


corporate financing; in 1920, 12.4%; in 
1921, 16.0%; 1922, 18.7%; 1923, 
22.8%, and in 1924, 24.2%. When 
the volume of new public utility security 
issues is compared with the volume of 
all corporate financing, both the in- 
crease in volume and relative impor- 
tance are more striking (Chart II). In 
1919, public utility issues represented 
16.9% of all corporate issues of record; 
in 1920, 16.7%; 1921, 28.1%; 1922, 
31.9%; 1923, 34.9% and in 1924, 
39.8%. During the first quarter of 
1925, new issues of public utility securi- 
ties represented in par value 45% of all 
corporate issues of record. Since 1921 


the financing of steam railways and 


other public utilities in each year con- 
stituted over half of the par value of all 
corporate issues. In 1924, for instance, 
65% of new corporate security issues 
were by railway and public utility cor- 
porations. 


curities direct where assurance was to be had 
that the securities had been sold. 

“On the other hand, offerings of the following 
nature have been excluded: 

“yz, Offerings by brokers where it was uncer- 
tain if issues were underwritten or only being sold 
on a commission basis and amounts disposed of 
were not known; 

“2, Offerings by corporations of their own se- 
curities, direct, where it could not be ascertained 
whether or not the same had been sold. 

“Stated in brief, our totals embrace merely defi- 
nite and tangible flotations—those that actually 
found a market and passed into the hands of in- 
vestors and bankers, or were taken by the owners 
of the enterprise.” (The Financial Review (1921) 


Pp. 83-84). 
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Taste III. Groupinc or New Pusuic Utiuity Security Issugs py CLASSES 
oF SECURITIES AND Purpose oF By YEARS, 1919-1924* 


1919 1920 1921 1922 1923 1924 
Total—All Classes...... $462,271,650 $496,822,550 $671,085,220 $980,433,795 | $1,138,306,158 | $1,529,630,82 
New Capita 278,837,750 382,339,052 491,934,940 726,241,509 "887,000,720 | 
179,150,2 
79,150, 254,192,2: 250,405,429 204,039,000 
fotes,etc......... 173,792,000 218,048,100 473,205,000 632,406,000 812,188,100 880,110, 
I pi 199,098,100 349,975,000 431,081,339 588,821, 71 722,018, 
123,230,000 
Short 1746, 3,23 201,324,661 223,366,629 158,092,777 
lotes, etc......... 252,424,700 218,065,500 72,235,000 45,756,000 64,675,000 128,073,000 
New Capital........ 126 800 127,026,252 24,872,000 19,445,000 
Refunding........... 125,937,900 91,039,248 47,363,000 26,311,000 15,962,800 21,041,000 
0:9 36,054,950 60,708,950 125,645,220 302,271,795 261,533,058 521,455,927 
New Capital......... 35,304,950 55,314,700 117,007,040 275,715,170 250,457,058 496,550,704 
Refunding........... 750,000 55394,250 8,557,2 550,025 11,076,000 24,905,223 
*Compiled from the monthly record of new capital flotations of the Commercial and Financial Chronicle. Steam railways are not here 
included in pied fice utility. 


. New Capital or Refunding Issues 


It is of some importance to deter- 
mine whether the generally increased 
volume of public utility security issues 
represents merely concerted refunding 
of short-time securities, issued during 
high interest rates, or whether the new 
issues are primarily for raising new 
capital for the expansion of the indus- 
try. Examination of the reported pur- 


Chart 1 


VOLUME OF NEW PUBLIC UTILITY SECURITY ISSUES IN MILLIONS OF 
DOLLARS BY MONTHS, 1919-1924* 


poses of new public utility security issues 
makes possible an estimate of the 
amount of financing for refunding and 
of the volume of new securities that 
represent an increased investment in the 
industry.2, No overwhelming propor- 
tion of the new capital flotations was 


2The division of security issues into the two 
classes “new” and “refunding,” as made in the 
compilations of the Commercial and Financial 
Chronicle, is adopted for this purpose. 


38 


— 


1924 


Sh 


St 


| 
| | 
| 
| 
| fo 
eV 
se 
ar 
o! 
i m 
| 
| fc 
| di 
as 
th 
| 
| 
| 
| o EEE EEE EEE EEE EEE 
1919 1920 1922 
| “*Including bonds, notes, debentures, certificates, common and preferred stocks. 
‘ 


PUBLIC UTILITY FINANCING, 1919-1925 309 


VOLUME OF NEW PUBLIC UTILITY SECURITY ISSUES COMPARED WITH 
THE VOLUME OF NEW ISSUES BY ALL OTHER CORPORATIONS 
IN MILLIONS OF DOLLARS BY YEARS, 1919-1024° 
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for refunding purposes (Table III) 
even during the years 1919 and 1920 
when the volume of new public utility 
security issues was comparatively small 
and the cost of money high and when 
only refunding or most pressing needs 
might be expected to be cared for. In 
1919, 39.7% is estimated to have been 
for refunding. In no subsequent year 
did the proportion for refunding rise to 
as high a figure; 23% in 1920, 26.7% 
in 1921, 25.9% in 1922, and 22.0% in 
1923 represent comparatively constant 
proportions. In 1924, however, when 
the total volume reached a billion and 


a half, only 13.3% was for refunding 
purposes (Table IV). Large refund- 
ing operations might well be expected, 
however,. during the first quarter of 
1925, yet of a total par value of $614,- 
605,725 only 12.9% was reported to be 
for refunding purposes. In anticipation 
of a lower cost of money, most of the 
refunding issues during 1919 and 1920 
were for short terms; in 1921 and there- 
after refunding issues were mostly for 
a longer term of years. 


Long- and Short-Term Financing 


The changing proportions of long- 
and short-term financing are set forth 
in Chart IV and Tables III and IV. 
After 1920, with rapidly falling interest 
rates, the chief motive for short-term 
financing was no longer controlling. 
During 1924 only 8.4% of the total par 
value of securities issued was for a term 
of five years or less. In the first quar- 
ter of 1925 almost the same percentage 
of the total par value of all types of 
securities (8.2%) was for periods of 5 
years or less. In Table IV the propor- 
tion of short- and long-term financing 


IV. PERCENTAGE DisTRIBUTION OF NEw Pusuic UtTitity Security 
IssuEs, BY CLASSES, 1919-1924* 


1920 1921 1922 1923 1924 


I919 

Total—All Classes ............ 100.0 
New Capital......... eee 60.3 
Refunding.................. 39.7 
Long-Term Bonds, Notes, etc...| 37.6 
25.3 
12.3 
Short-Term Bonds, Notes, etc...| 54.6 
New Capital................ 27.4 
Refunding.................. 27.2 
New Capital................ 7.6 
Refunding.................. 


100.0 100.0 100.0 100.0 100.0 


77.0 73.3 74.1 78.0 86.7 
23.0 26.7 25.9 22.0 13.3 
43-9 | 70.5 64.5 71.3 57-5 
40.3 52.2 44.0 51.7 47-2 
3.6 18.3 20.5 19.6 10.3 
44.0 10.8 5-7 8.4 
25.6 3.7 2.0 43 7.0 
18.4 7.1 2.7 1.4 1.4 
12.1 18.7 30.8 23.0 34.1 
II.I 17.4 28.1 22.0 32.5 
1.0 1.3 2.7 1.0 I. 


*Compiled from the records of the Commercial and Financial Chronicle. 
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PARISON OF THE VOLUME OF NEW PUBLIC UTILITY SECURITY 
ISSUES FOR NEW CAPITAL WITH THE VOLUME FOR REFUNDING 
. 16 MILLIONS OF DOLLARS BY YEARS. 1019-1924° 


SS 


RA 


EES 


is expressed as a percentage of the par 
value of all types of securities, that is, 
bonds, notes, debenture certificates, 
common and preferred stock. When 
stock issues are excluded from the 
base of calculation the following 
somewhat different relations obtain: 
Long-term bonds, notes, debentures, 
and certificates were 40.8% of the total 
of all interest-bearing obligations, in 
1919; 49.9% in 1920; 86.7% in 1921; 
93.2% in 1922; 92.6% in 1923; and 
87.3% in 1924. During the first quar- 
ter of 1925, 89.4% of the par value of 
all interest-bearing obligations was for 
periods longer than five years. 


Proportion of Stocks to Bonds 


During the years 1919-1921 only a 
few public utility companies found it 
desirable or possible to raise new capital 
by the issue of stock. With interest 
yields on bonds at extraordinary levels, 
the cost of capital through stock issues 
was generally prohibitive. During 1919, 
1920, and 1921 the par value * of stock 
issues of record represented only 7.8%, 
12.1%, and 18.7% of the total volume 
of financing. With the reestablishment 
of lower interest levels in 1922, 1923, 
and 1924, the proportion of the value 


8 Par value or amount involved in case of no- 
par-value stock. 


of stock issues to total volume rose 
markedly, representing, in 1922, 30.8% 
of the volume of all financing, in 1923, 
23.0%, and in 1924, 34.1%. Over the 
six-year period 25% of the total volume 
issued was stock. 

The small proportion of the financing 
which could be in the form of stock 
issues during the first years of this pe- 
riod accounts partly for such a low pro- 
portion. It should also be noted that 
stock issues are very largely for new 
capital, while no inconsiderable part of 
the issues of interest-bearing obligations 
was for refunding purposes. When the 
comparison is between stock for new 
capital and all issues for new capital, the 
percentage of value of stock issues to 
the total for the six years is 30%. 

The impression prevails that most of 
the stock issued was preferred rather 
than common. But, while there has 
been a great increase in the volume and 
popularity of the public utility preferred 
stock, further analysis shows that over 
this six-year period 46% of the value of 
stock issued was preferred and 54% 
common. If telephone and telegraph 
company issues are excluded, the pro- 
portion of preferred stock to all stock 
issued during 1919-1925 was 63% in- 
stead of 46%. This difference is due to 
the fact that telephone and telegraph 
company stock issues were 79% com- 
mon and 21% preferred. 


‘COMPARISON OF THE VOLUME OF SHORT- AND LONG-TERM PUBLIC 
UTILITY SECURITY ISSUES IN MILLIONS OF DOLLARS BY YEARS, 
1,000 
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Volume of Financing by Classes of 
Uiilities 


A classification of public service cor- 
porations is difficult to make. Almost 
every conceivable combination of ser- 
vices can be found rendered by one cor- 
poration. Such a classification will tend 
either to be arbitrary and not entirely 
consistent, or else to have so many 
classes as to be useless. 

For purposes of further analysis of 
the financing of public utilities in the 
United States during the period 1919- 
1925, the following classification of pub- 
lic service corporations has been made. 
Being limited in number for practical 
reasons, this classification must at some 
points leave much to be desired, but it 


_ probably is satisfactory for the purposes 


in mind. In Class 1 are included all 
telephone and telegraph companies. 
This utility is rarely combined with 
others and so presents no particular 
problem. When, for instance, a power 
company operates a telephone line as a 
plant facility and also for public service, 
such an exceptional combination is treat- 
ed as electric and the telephone utility 
disregarded. In Class 2 are included 
all corporations supplying gas service 
exclusively; in Class 3, corporations sup- 
plying gas and electric service; in Class 
4, corporations supplying only electric 
service; in Class 5, those providing elec- 
tric railway service and electric service. 
In Class 5, however, are also included 
corporations which render some other 
service besides railway and electric. 
This is exceptional, but occasionally gas 
service, water supply, or heating service 
are also provided by these companies. 
In Class 6 are placed those corporations 
rendering electric railway service ex- 
clusively, and in Class 7 those corpora- 
tions exclusively furnishing a water 
supply. Not infrequently electric power 


VOLUME OF NEW PUBLIC UTILITY SECURITY ISSUES 
BY CLASSES OF UTILITIES IN MILLIONS OF DOLLARS 
BY YEARS, 1919-1924° 


TELEPHONE AND TELEGRAPH 
1.300 GAS 

ano Evectaic 
1,200 ELEC TRIC 
ELECTRIC AND RAILWAY 
RAILWAY 


38 8 8 8 


o 8 


“Including bonds, notes. debentures certificates, common end preferred stocks. 


companies also supply water, but gener- 
ally this is a very minor aspect of the 
business, and the corporation is classed 
as “electric.” 

In order to arrive at an estimate of 
the proportion of the volume of new 
public utility issues assignable to each 
class of utility, every security issue of 
record was related to the issuing cor- 
poration and the character or combina- 
tion of services rendered determined by 
consulting Moody’s Public Utility In- 
vestments. This involved an analysis 
of the character of the corporations 
selling 1,244 different security issues. 
On the basis of this classification there 
is presented in Table V a distribution 
of the new security issues for each year, 
1919-1925, by classes of utilities. The 
percentage distribution in Table VI and 
the distribution by volume in Chart V 
indicate the relative importance of these 
various classes. 

The telephone and telegraph utilities 
accounted for a considerable portion of 
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TABLE V. DistriBuTION OF NEw Pustic Urtiuity Security Issues ACCORDING 
To Utitity Ciass oF IssuING CorRPORATION, 1919-1924* 


191 1920 1921 1922 1923 I 

Utility Class Par Valuet Par Value Par Value Par Value Par Value Par Value = 

i Telephone and Telegraph ......... $123,915,000 | $ 60,426,150 | $198,091,610 | $242,3890,900 |$ 213,025,000 |$ 273,546,600 
ose ase 22,810,000 10,977,450 14,962,000 82,880,425 91,399,787 25,305,000 

‘ Gas and Electric................. 80,428,550 191,677,350 162,352,403 201,630,920 291,379,306 | 549,453,615 

72,674,000 126,388,100 94,493,207 200, $9,400 373,927,265 | 422,042,850 

Lf Railway and Electric............. 122,734,100 87,990,000 174,077,000 205,700, 110,049,800 | 123,402,750 

hi 35,500,000 13,538,000 18,160,000 27,744,000 26,885,000 | 103,268,000 

Water. 4,210,000 5,825,500 8,049,000 8,201,500 31,430,000 30,307,012 

462,271,650 496,822,550 671,085,220§} 975,136,745||| 1,138,396,158%] 1,529,639,827°* 


*Including all classes of interest-bearing obligations and all classes of stock. Security issues of steam railways are not included. Com- 
i i ial and Fi ial Chronicle. 


Te 

Ga 

Ga 

: piled from the monthly record of new capital flotations of the Ele 
5 {Stocks of no par value are entered at a figure representing dollars involved. Ra 
Ra 

a 

All 


[he detailed reports and qunmnaey totals for the year 1922 do not agree. $975,136,745 is here used, since this is the total of monthly 
ports used. In other tables the total of $930,433,795 for 1922 is used. The latter figure represents a correction of earlier compilations, 
H t the facts necessary for analysis are not supplied for the issue representing this difference. 
Hy §Records of security issues for November, 1921, are incomplete. A small volume of known issues on which facts are incomplete have 
f been distributed according to the proportion of the known on which all facts are available among the classes of utilities. 

— utility issues of $6,000,000 and representing .7% of all issues are included in the total. 
Steam utility issues of $300,000 are included in the total. 
**Steam utility issues of $2,314,000 and representing about .1% of all issues are included in the total. 


f the new financing each year. Over the vices is very common. In 1919, 1921, 


{ six-year period this class of utilities is- and 1922 (Table VI) although this class 
sued 21% of par value of securities of accounted for a smaller proportion of (C 
\ record issued by all classes of utilities. the total issue than did the telephone por 
i A relatively small number of utility and telegraph utilities, the exceptional oe 
i corporations supply only gas service. proportions in 1920 (38.6%) and 1924 he 
, , As a result, the proportion of new finan- (35.9%) bring the total for this class poe 
cing attributable to this class is small, above that of any class for the six-year nar 
: although in 1922 and 1923 this class of period—28% of the total par value of urs 
4 utilities accounted for 8% of the total. securities issued. per 
i During the six-year period 5% of the Those corporations supplying only sup 
| par value of all types of securities is- electric light and power service had a iit 
sued by all classes of utilities originated volume of financing second only to Class re 
with utility corporations doing a gas 3. Thus over the period 1919-1925, way 
business exclusively. financing by this class represented 25% om 
iH Class 3, which includes those cor- of the total of all classes. When one in 
q porations that supply gas and electric considers that the single service cor- ho 
hi service, accounts for the largest volume poration is not as common as the type the 
a of financing. This combination of ser- rendering two or more classes of service, el 
| — this proportion becomes all the more “ 
SECURITIES MILLIONS OF DOLLARS BY YEARS. significant. Rapid survey of the cor- hes 
| ec porations included in Class 4 (electric) cor} 
| leaves the impression that power com- 
qd ove ge panies account for a considerable pro- V 
id 700 Zo portion of this volume. only 
tt oo Gu During the years of smaller total vol- yeat 
i = A. ume of financing (1919, 1920, and ion 
VA 1921) but also in 1922, corporations this 
i 200 Zu engaged in the electric railway business ouih 
i we Ga and also rendering electric, and in some trea 
veal few instances other than electric, service ha 
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TaBLE VI. PERCENTAGE DistrRIBUTION OF New Pustic Security 
IssuEs AccorDING To Utility oF IssuING CoRPORATION 


1919-1924* 
1920 1922 1923 1924 
Telephone and Telegraph. ..... 26.8 12.2 29.7 24.9 18.7 17.9 
4.9 2.2 3.3 8.5 8.0 1.6 
Gas and Electric.............. 17.4 38.6 24.2 20.7 25.6 35.9 
15.7 25.4 14.1 20.5 32.8 27.6 
Railway and Electric.......... 26.6 17.7 25.9 21.1 9.7 8.1 
100.0 | 100.0 | 100.0 | 100.0f | 100.0f | 100.0§ 


*Including all classes of interest-bearing obligations and all classes of stock. Seog issues of steam railways are not included. Com- 
piled from the monthly record of new capital flotations of the Commercial and Financial Chronicle. 
iSteam utility issues of $6,000,000 and representing .7% of all issues are included in the total. 


team utility issues of $300,000 are included in the total. 


Steam utility issues of $2,314,000 and representing about .1% of all issues are included in the total. 


(Class 5) account for a significant pro- 
portion of the total of new public utility 
security issues. In 1923 and 1924, al- 
though the volume for this class was 
over a hundred million dollars par 
value, it constituted but 9.7% and 8.1% 
of the total issued. During the six-year 
period this class of utility corporation 
supplied 10% of the par value of new 
security issues of all types. 

Corporations rendering electric rail- 
way service exclusively (Class 6) did not 
command any large amount of capital 
during the period 1919-1925. Although 
in 1919 this class represented 7.7% of 
the total and in 1924 6.8%, in the inter- 
vening years the percentage did not rise 
above 2.8. Over the entire six years 
about 4% of the security issues were by 
corporations rendering electric railway 
service exclusively. 

Water utility financing (Class 7) was 
only about 1% of the total over the six- 
year period. An occasional issue of 
steam utility securities is recorded but 
this service is only occasionally rendered 
exclusively and so is not given separate 
treatment; the par value involved also 
is not relatively important. 


The proportion of the value of stock 
issues to total issues of: all types of 
securities varied widely during the six 
years for the different classes of utili- 
ties. Most striking in this connection is 
the fact that 40.2% of the value of all 
stock issued during the six years was 
accounted for by the telephone and 
telegraph utilities. Class 2 utilities 
(gas) supplied 7.5%; Class 3 (gas and 
electric) 19.6%; Class 4 (electric) 
29.0%, while the Classes 5 and 6 (rail- 
way and electric, and railway) in- 
clusively only 3.2%. Water utilities 
account for only .5% of. the total. 


Extent of Holding-Company Financing 


During recent years there has been an 
increasing movement toward consolida- 
tion of public utility enterprises. In 
connection with that development, a 
considerable amount of financing is nec- 
essary which does not necessarily add 
to the capital invested in the industry. 
Not infrequently the records of the pur- 
pose of a public utility security issue 
read “‘to acquire control of.” In order 
to make an approximation as to the 
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extent of holding-company financing, all 
the issues of bonds, notes, debentures, 
and certificates were grouped into three 
classes on the basis of the character of 
the issuing corporation. For the pur- 
poses of the question here involved, all 
utility corporations can be classified into 
three groups: (1) purely holding cor- 
porations which do not conduct any 
operations; (2) purely operating cor- 
porations which are not holding securi- 
ties of corporations which they are not 
operating; and (3) those companies 
which are mixed in character, being at 
the same time operating companies and 
controlling other operating companies 
through security ownership. When the 
ownership of stock by an operating com- 
pany is the means used to effect con- 
solidation and operation is unified, even 
though the controlled corporations con- 
tinue to hold charters or franchises or 
for other reasons maintain their iden- 
tity, the unit is treated as an operating 
company. 

On this basis, 62% of the financing 
during 1924 by the issuance of interest- 
bearing obligations was by operating 
companies, 25% by operating companies 
that also held securities in other public 
utility corporations, and 13% by purely 
holding corporations. 


Average Yield at Offering Price of All 
New Public Utility Security 
Issues 1919-1925 


The cost of money to a public utility 
corporation is an important element in 
the cost of the service. The experience 
of the public utility industry in this 
respect during the last six years and the 
present trends can be followed by study- 
ing the average price which the investor 
receives for money lent to public utility 
corporations. 

A distinction must be made between 


the price which the investor receives— 
the interest yield at the price he paid 
computed to maturity—and the price 
paid by the utility corporation. The 
differential between yield to investor and 
corporation cost is made up principally 
of banker’s discount, legal expenses, and 
miscellaneous charges such as for print- 
ing and engraving. No attempt is made 
in this analysis to determine the amount 
by which the price paid by the corpora- 
tion exceeds the yield to the investor at 
offering price. The average yield of all 
new public utility interest-bearing secur- 
ity issues at the offering price is used to 
indicate the trend. The true cost to the 
utility would be some amount above 
this. The amount of this discount and 
expense varies with the company, the 
character of the security, and market 
conditions. On the average it probably 
remains relatively constant except dur- 
ing such periods of rapidly rising yields 
as in 1919 and 1920, when larger dis- 
counts are demanded to cover the in- 
creased risk. 

The present analysis of the trend of 
the average yield to investors at offer- 
ing price is based upon a study of 1,308 
interest-bearing obligations issued in the 
United States during the six years, 
1919-1924, and the first three months 
of 1925, representing a total par value 
of $4,387,290,800, which is 99.2% of 
all issues of record. Issues of record 
for which the necessary information as 
to price of issue was not available and a 
very limited number of foreign loans for 
public utility purposes were not in- 
cluded.‘ 

The average yield at offering price 
reached its highest point during the 
fourth quarter of 1920. Beginning in 


For example, during the first quarter of 1925 
two fairly large loans, one Japanese and one Ger- 
man, at the high rate of 7.80% yield were not in- 
cluded. 
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the third quarter of 1919 there was an 
uninterrupted rise from a simple aver- 
age yield of 6.58% on all maturities and 
classes of interest-bearing securities to 
7.94% in the last quarter of 1920 
(Table VII). From the first quarter 
in 1921 through two years to the end 
of 1922 there was a similarly precipi- 
tous and uninterrupted decline from the 
high of 7.94% to a low of 5.99% 
(Chart VII). During the first three 
quarters of 1923 the average yield rose 
.5%, probably influenced by a greatly 
increased volume of financing and also 
by the fact that the lower rates encour- 
aged borrowing by corporations which 
were unable or unwilling to borrow at 
the higher rates. Since the last quar- 
ter of 1923 through 1924 and the first 
quarter of 1925, the decline in average 
yields has been marked but irregular, 
falling, finally, to a low average of 
5.81%. 

Both a simple and a weighted average 
yield are presented so that one may be 
used as a check on the other. The sim- 
ple average yield is an average per 
security issue while the weighted aver- 
age yield is the yield per dollar. Ina 
period when a large number of small 
issues (and these are rather generally 
at higher yields) constitutes but a small 
portion of the total par value of securi- 
ties issued, the simple average yield 
gives too much importance to these 
small issues. Again, however, when 
some one issue is exceptionally large, 
the average yield per dollar of securi- 
ties issued gives the large issues undue 
importance. It will be noted that the 
simple average yield (Chart VII) is 
consistently above the weighted average 
yield, indicating that on the average the 
larger issues were sold at a lower yield 
to the investor. 

An average taken as representative 
of the level at which public utility 


SIMPLE AND WEIGHTED AVERAGE VIELO AT OFFERING PRICE 
OF ALL NEW PUBLIC UTILITY SECURITY ISSUES BY QUARTERS 
FOR THE VEARS 1910-1926° 
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20 toa toaz 123 1026 
Only interest-bearing obligations have been used in these calculations. Common and preferred stocks 
ere obviously not included. 


financing occurred may be somewhat 
misleading. It may happen that a large 
volume of financing was at rates very 
much higher than the average and an- 
other large volume at materially lower 
rates, leaving very little at the average 
rate. The average as computed is not 
necessarily typical of the rate at which 
any large volume of securities was is- 
sued. The results of a distribution of 
the volume of bond and note issues only, 
at quarter percentage intervals, is pre- 
sented in Chart VIII. In 1919 the 
range of yields at offering price was be- 
tween 5.25% and 7.25% with the 
largest volume between 5.75% and 6%. 
In 1920, when the highest yields at of- 
fering price were reached, the range 
was from 5.75% to 8.50% with a few 
scattering issues at even higher rates. 
In the year 1921 the single average 
yield on bonds and notes at offering 
price was 7.45%, but the largest volume 
was at rates between 6.01% and 6.25 %. 
Similarly in 1922 there was a large vol- 
ume of financing below 6.34%, the sim- 
ple average rate for the year. In 1923 
the most common rate of issue was be- 
tween 6.01% and 6.25%, more than 
twice the volume being issued between 
those limits than for any other quarter 
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Taste VII. WEIGHTED AND SIMPLE AVERAGE YIELD AT OFFERING PRICE OF 
New Pustic Utiuity Security Issuks, 1919-1925* 


ALL MatoritiEst Lonc Suort Teeut 

Yiel Yiel Yiel Yiel Yiel Yiel 
6.55 | 6.68 | 6.21 | 6.25 | 6.78 | 7.03 
6.49 | 6.68 | 6.22 | 6.21 | 6.75 | 7.21 
6.63 | 6.70 | 6.29 | 6.33 | 6.86 | 6.99 
6.40 | 6.58 | 6.12 | 6.28 | 6.54 | 6.82 
6.70 | 6.78 | 6.27 | 6.24 | 7.20 | 7.05 
7.55 | 7.64] 7.52 | 7.59 | 7.59 | 7.68 
7-14 | 7.16 | 6.75 | 6.64 | 7.27 | 7.34 
7.57 | 7-69 | 7.40] 7.58 | 7.64 | 7.72 
7.70 | 7.87 | 7.61 | 7.75 | 8.21 | 8.12 
7.88 | 7.94 | 7.77 | 7.84 | 8.15 | 8.29 
7.13 | 7.45 | 7.11 | 7.40 | 7.26 | 7.61 
7.62 | 7.72 | 7.54 | 7.61 | 7.86 | 7.97 
7.62 | 7.63 | 7.58 | 7.62 | 8.05 | 7.65 
7.34 | 7.53 | 7.28 | 7.46 | 7.90 | 7.89 
Fourth Quarter......... eee 6.56 | 7.02 | 6.59 | 7.03 | 6.35 | 6.95 
6.06 | 6.34 | 6.03 | 6.32 | 6.39 | 6.53 
6.46 | 6.72 | 6.57 | 6.75 | 5.89 | 6.40 
6.00 | 6.33 | 5.98 | 6.27 | 6.76 | 6.96 
6.05 | 6.23 | | 6.16 | 6.80 | 6.89 
IN, 6 e-cxncrecessauxecsexacaiae 5.83 | 5.99 | 5.80 | 6.04 | 6.60 | 5.50 
EN cdirvesdvsanceosenearanual 6.04 | 6.31 | 5.99 | 6.26 | 6.73 | 6.72 
First Quarter............... aback ana 5.88 | 6.19 | 5.86 | 6.17 | 6.39 | 6.36 
6.11 | 6.27 | 6.02 | 6.20 | 6.85 | 6.65 
6.35 | 6.49 | 6.25 | 6.36 | 7.16] 7.11 
6.01 | 6.36 | 5.98 | 6.32 | 6.52 | 6.67 
Ns a dipvedanyaenseaubies 6.03 | 6.14 | 6.04 | 6.16 | 5.97 | 6.04 
6.08 | 6.20 | 6.04 | 6.20 | 6.25 | 6.23 
6.10 | 6.23 | 6.15 | 6.28 | 5.86 | 5.9, 
Ee eee rer 6.14 | 6.16 | 6.17 | 6.19 | §.72 | 5. 
5.81 | 5.96 | 5.82 | 5.95 | 5.78 | 5.99 
5.49 | 5.81 | 5.67 | §.82 | 5.32 | 5.77 


*The yield is computed on offering price to maturity. 


“Short term’’ includes all maturities of 1-5 years inclusive; “Long term’”’ all issues for longer than five years. 
all dese of obligations, .ei., bonds, notes, debentures, and certificates. 
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Chart VIII 


DISTRIBUTION OF NEW LONG-TERM PUBLIC UTILITY 
BOND AND NOTE ISSUES ACCORDING TO INTEREST 
YIELD AT OFFERING PRICE,1919-1924 
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Taste VIII. WeIGHTED AND SIMPLE AVER- 

AGE YIELD AT OFFERING Price or NEw 

Bonp AND Nore Issuzs oF PUvusBLIic 

Utitiry CorPoRATIONS BY QUARTERS, 
1919-1924 


Third Quarter 
Fourth Qu: 


The Year 1920 


First Quarter 
Second Quarter 
Third Quarter 
Fourth Quar 
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percentage interval. For the year 1924, 
rates of yield between 5.51% and 
5.75% were most common, while for 
the year the simple yield was 6.12% and 
the weighted yield 5.98% (Table VIII). 
Comparison of the distribution of the 
par value of bonds and notes for 1921 
with the distribution for 1923 shows 
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the marked change in rates of issue that 
took place in that two-year period of 
rapidly falling average yields. 


Average Dividend Yield at Offering 
Price of Preferred Stock 


The number of issues of preferred 
stock increased during the years 1919- 
1924. In 1919, only seven issues are 
recorded; in 1920, 13; 1921, 9; in 1922, 
35; in 1923, 44; and in 1924, 87 issues 
of preferred stock are recorded. The 
average dividend rate at offering price 
on preferred stock follows the curve for 
interest obligations rather closely. The 
simple average yield of 7.16%, in 1919, 
rose to 7.38% in 1920, and 7.47% in 
1921, and then began to fall—to 7.34% 
in 1922, 7.19% in 1923, and 7.09% in 
1924. The weighted average rate be- 
gan at a higher level in 1919 (7.48%), 
fell in 1920 to 7.23%, rose to a peak 
of 7.68% in 1921, and then fell to 
7.09%, 6.96%, and 6.93% in the years 
1922, 1923, and 1924. 


Average Yields by Classes of Utilities 


Not all classes of utilities were able 
to borrow on equal terms during the 
period 1919 to 1924. In Table IX the 
simple and weighted average yields at 
offering price for the various classes of 
utilities are set forth. The classification 
is carried further and a segregation ac- 
cording to types of securities is also 
made. It should be understood that 
when concerned with a utility class is- 
suing but a small proportion of the total 
volume, the average rate of yield on the 
less common types of securities will dis- 
play little consistency or trend and can- 
not be depended upon as representing 
any typical level. Usually the number 
of issues is inadequate when the classi- 
fication is carried out in such detail. The 


— 
Bonps AND NoTEs — 
var | 
The Year 1919 ...........0.000 6.54 6.67 | 
First 6.5 6.68 
6.69 
First 7-60 
Second Quarter.................] 7.64 ! 
Third Quarter...................] 7-34 
Fourth Quarter.................] 6.55 ( 
The Year 1922..................] 6.03 
First Quarter...................] 6.46 | 6.76 I 
Second Quarter.................] §.96 6.30 : 
Third Quarter...................] 6.04 6.25 
Foureh 5-60 | 5-95 
The Year 6.1% 6.29 
First Quarter...................] 6.16. ( 
Second Quarter.................] 6.22 6.26 , 
Third Quarter...................] 6.34 | 6.47 
Fourth Quarter.................| 6.18 6.34 
The Year 1924..................] 5.98 6.12 \ 
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TABLE 1X. WEIGHTED AND SIMPLE AVERAGE YIELD AT OFFERING PRICE OF 
New Pustic Utiity Security Issugs, By CLasses oF UTILITIES AND 
Types oF SECURITIES, 1919-1924 


ALL SECURITIES Bonps Notes DEBENTURES 
Weighted] Si Weighted] Si Weighted} Si Weighted} Si Weighted 
v A A A 
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at 
of 
TES 
imple 
Yield | Yield | Yield | 
| 7.07 | 6.37 | 6.86 | 7.04 | 6.72 
Q- 6.31 6.90 | 6.95 | 6.95 |.......J..0.e0e 
re 6.82 6.50 | F008 | 
6.94 6.67 7.1§ | 7.00 | 7.00 | 7.00 | 7.00 
25 6.52 6.14 G:8§ | 7:00 | 7.00 
25 6.79 6.65 6.98 |.......].......] 7.04 | 6.62 
6.11 6.01 6:43. 5.04 | S.OF 
yr 7.55 | 7.64 7.57 | 7.72 | 7.91 | 7.90 | 8.03 | 7.73 | 
le 7.58 | 7.59 7.75 | 7.81 | 7.82 | 7.80 |.......]....00. 
n 7.61 | 7.82 7.68 | 7.92 | 8.00 | 8.00 | 8.13 | 7.85 
lo 7.97 | 7.91 8.42 7-93 | 7.50 
), 7.13 | 7.45 Ey 7.32 | 7.71 | 7.65 | 7.65 | 6.80 | 6.92 | 
k 7.12 | 7.19 g.00 | 9.00 | 7.68 | 7.72 | 5.50 | 5.50 a 
0 7.04 | 7.43 6.93 | 7.51 | 8.10 | 8.10 |.......]....... i 
ad 6.06 | 6.34 6.31 | 6.60 | 6.48 | 6.65 | 5.81 | 5.96 { 
| 
e 6.02 | 6.38 ] 7.16 | 7.27 | 6.00 | 6.00 | 7.00 | 7.00 | 
6.10 | 6.33 §.70 | 5-75 | | 
c 6.23 | 6.44 6.86 | 7.09 | 6.74 | 6.83 |.......]....... 1 
e 6.26 | 6.33 6.84 | 6.00 | 7.00 | 7.00 ].......].....-. | 
t 6.18 | 6.22 5.65 | 5.65 | 7.25 | 7.25 | §.72 | 5.75 i. 
n All Utilities............] 6.04 | 6.31 6.73 | 6.69 | 5.95 | 6.79 | 5.85 | 5.89 i 
- +] §-85 | 
l 5-62 | 5.62 
ee eee ee eee 
Gas and Electric........] 6.10 6.00 i 
6.13 5.65 6.65 | 6.66) | 
q 
| 
| 
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segregation is made not so much to de- §The most useful average yield for all 
termine the average yields on deben- comparative purposes is that based on cla 
tures or certificates but to eliminate the average yield of bonds. Bonds rep- av 
these from the mixture of all interest- resent a large proportion of the total iss 
bearing securities. The trend as repre- for each utility class and by excluding . 
sented is influenced by the character of other types of securities a homogeneous col 
securities included as well as by the base is secured. 
more general market changes which are Comparing the average yields at ma 
of concern here. Thus, the average rate which various classes of utilities were “gp 
of all electric railway financing is hardly financed, few marked or consistent dif- tri 
representative because of the inclusion ferences are found. The average yield agi 
of equipment trust certificates which can at offering price of telephone and tele- 19 
be normally sold at a low yield. For graph and water utility securities is pai 
that reason the average yield on bonds lowest in almost every instance. All ele 
issued by electric railways is usually telephone and telegraph security issues clu 
higher than the average yield on all of record during the six-year period en 
types of securities issued by this class were offered at a weighted average val 
of corporation. Similarly a class of yield of 5.99% and all water utility is- iss 
utility corporations which is in a posi- sues at 5.83%. The volume of security ity 
tion to issue debentures will appear to issues by water utilities is, however, not lar 
be paying a higher rate for new capital comparable to the large volume of isst 
than another utility class, although the financing by telephone and telegraph art 
average yields on bonds issued may be_ utilities. “Railway,” and “railway and of 
materially lower. electric” corporation issues were gener- bee 
X. AVERAGE YIELD AT OFFERING Price oF New Pustic AND: Co 
STEAM RatLway Security IssuEs COMPARED WITH THE AVERAGE YIELD 
AT OFFERING PRricE OF THE New Security Issues oF OTHER INDUSTRIES 
AND ENTERPRISES, 1919-1924* 
1919 1920 1921 1922 1923 1924 : 
Class of Simple | Number] Simple | Number} Simple | Number] Simple | Number] Simple | Number] Simple | Number rat 
Issuing Average] Average! _of |Average| _ of of | Avera Average] _ of ca 
Corporation Yiel Issues | Yiel Issues | Yield | Issues | Yiel Issues | Yiel Issues | Yiel Issues F 
Iron, Steel, and cor 
6.87 | 28 | 7.46] 30 | 7.98 15 63 | 6.57] 52 |6.66] 54 call 
Equipment Manu- in 
facturing......... 6.38 8 | 7.68] 14 | 8.04 7 | 6.62 2 | 6.24 9 | 5.20] 12 
Motors and Acces- 6.89 IX. 
11 | 7.13 | 10 | 8.20 53 | 13 2 
Other Industrials and FOY 
Manufacturing....| 6.57 | 84 | 7.58} 108 | 7.85 | 92 | 7.08] 156 | 6.73 | 127 | 6.62] 114 all 
Oil Companies. ..... 7.02 | 22 | 7.77] 29 | 7.82] 36 | 6.86] 22 | 6.48] 25 21 rai 
Land and Buildings..| 6.16 | 62 | 6.40] 92 | 7.29] 38 | 6.77] 148 | 6.49] 228 | 6.46] 420 
Rubber............ 7.38 2° 19544 5 | 8.04 5 | 6.94 7.00 1 | 6.50 1 19: 
Shipping........... 7.11 14| 7.75] 21 | 8.11 8 | 7.01 11 | 6.60 6 | 6.80 4 th 
Miscellaneous... ... 6.61] 42 | 7.40] 44 | 7.80] 41 | 6.95 | 106 | 6.74] 99 | 6.57] 83 a 
All Non-Utility..... 6.59 | 273 | 7.25 | 353 | 7-79 | 250 | 6.94] 530 | 6.59] 560 | 6.48 | 717 IX 
All Non-Utility, ex- | 
cluding Land and me! 
Buildings......... 6.72 | 211 | 7.55 | 261 | 7.88] 212 | 7.01 | 382 | 6.67 | 332 | 6.52 | 297 util 
Railways (Steam)...| 5.92 | 27 | 6.94] 31 | 6.09] 91 | 5.63] 116 | 5.51 78 | 5.29] 115 t 
Public Utilities...... 6.68 | 123 | 7.64 | 156 | 7.45 | 152 | 6.34] 226 | 6.31] 256 | 6.14] 331 un 
ing 
*Compiled from the monthly record of new capital flotations of the Commercial and Financial Chronicle. All types of interest-bearing the 
obligations are included. 
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ally at the highest average rate of any 
class. Over the six-year period, the 
average yield on all types of securities 
issued by electric railway companies was 
6.76% and for “railway and electric” 
companies 6.50%. 

Very little differentiation can be 
made between the rates at which the 
“gas,” “electric,” and the “gas and elec- 
tric’ classes were financed. The aver- 
age for all securities over the period 
1919-1924 for exclusively electric com- 
panies is 6.32%, for the gas and 
electric companies 6.47%, and the ex- 
clusively gas companies 6.41%. Differ- 
ences in the volume of financing, the 
varying credit of the corporations 
issuing each security, the type of secur- 
ity selected, the period in which the 
larger part of the total amount was 
issued, all obviate any attempt at an 
array of classes of utilities on the basis 
of borrowing power further than has 
been attempted here. 


Comparison of Yields on Public Utility 
Issues with Yields on Other 
Classes of Issues 


The question is asked, How does the 
rate at which the public utilities borrow 
capital compare with the rate of other 
corporations not engaged in a public 


calling? Such a comparison is presented 


in Table X and graphically in Chart 
IX. During 1919, public utilities bor- 
rowed at rates just below those paid by 
all other industries, excluding steam 
railway and real estate borrowing. In 
1920, public utilities paid a higher rate 
than other industries as a class (Chart 
IX). Since 1920, however, the improve- 
ment has been very rapid for public 
utilities compared with other industries, 
until in 1924 only steam railway financ- 
ing was at lower average rates. During 
the first quarter of 1925, public utilities 


SIMPLE AVERAGE YIELD AT OFFERING PRICE OF 
NEW PUBLIC UTILITY SECURITY ISSUES COMPARED 
WITH THE AVERAGE YIELD OF NEW SECURITIES 
ISSUED BY OTHER INDUSTRIES AND 
ENTERPRISES, 1919-1924° 


RAILROADS 

PUBLIC UTILITIES 
LAND AND BUILDINGS 
80 ALL OTHER INDUSTRIES 


70 


60 


> 


1920 102) 1922 1983 1986 
*Only interest-bearing obligations have been used in these calculations. Common 


borrowed at even lower average rates. 
Steam railway issues were at a simple 
average rate of 5.53%, land and build- 
ing issues at 6.31% and all non-utility 
industrials at an average rate of 6.22%, 
while public utilities borrowed the larg- 
est volume of any three months’ period 
at an average rate of 5.81%. 

The general conclusions that seem 
justified by the foregoing analysis are: 
(1) The securities of public utilities 
are becoming increasingly popular. 
as a form of investment; (2) The in- 
vestment market has been able to absorb 
the exceptional volume of utility securi- 
ties issued in recent years at very 
favorable rates, both absolutely and 
comparatively; (3) Consequently there 
seems to be little reason for general 
concern over the ability of public service 
industries as a whole to meet increasing 
demands for service with a low average 
cost for the necessary capital. 
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THE PUBLIC LEASEHOLD SYSTEM IN 
THE UNITED STATES 


By MARY L. SHINE 


HOSE who are inclined to “view 

with alarm” the private receipt of 

gain from increases in the value 
of land sometimes express regret over 
the fact that the United States, which 
originally held title to so large a part 
of its lands, failed to keep the title in 
its possession and retain for the benefit 
of the whole nation the increments in 
land value that have accrued. The 
Belgian economist, De Laveleye, for 
example, expressed the opinion that we 
had made a serious mistake in not 
retaining the land as public property. 
The United States, starting its career 
with Europe’s experience behind it, at 
a time when increasing land values were 
adding to the fortunes of certain great 
English families, might well, it would 
seem, have inaugurated a public lease- 
hold system—that is, a system in which 
the government retains title to the 
land, and the utilizers pay the rental 
value into the public treasury—national, 
state, or local—for the support of the 


_various public services rendered by these 


governmental units. 

Certainly there was, among the 
founders of the nation, no lack of belief 
in the tendency of land values to in- 
crease. Washington advised investment 
in lands because “there is scarce a pos- 
sibility of their falling in price, but 
almost a moral certainty of their rising 
exceedingly in value”;* and the other 


“George Washington,” Writings, Edited by 


Worthington C. Ford, New York, 1889-1893, Vol. 
VII, p. 214, 14 v. 

*“Thomas Paine,” Writings, Edited by M. D. 
Conway, New York, 1894-1896, Vol. I, pp. 115- 


leaders of the time were agreed with 
him in this belief in the inevitable in- 
crease in land values. Land speculation 
raged throughout the country, and the 
speculators entertained great hopes of 
increasing their fortunes through rising 
values. 

However, no idea of establishing a 
general public leasehold system for the 
disposal of the public domain was ever 
seriously entertained, though Thomas 
Paine and Alexander Hamilton sug- 
gested that the lands be sold with the 
reservation of quit-rents. ? Paine seemed 
to feel that by this system the govern- 
ment might have its cake and eat it, 
too—‘‘It is by the sale of those lands 
that the debt may be sunk, without 
burden to any, and the quit-rent reserved 
thereon will always lessen, and in time 
will wholly support the yearly expense 
of government.” Both of these men 
were, at the time when they made these 
suggestions, too new to the country to 
have judged rightly the sense of the 
people in this matter, and both later 
recognized that the freehold alone 
would satisfy the demands of the 
country. 

While the leasehold was never con- 
sidered as a system for general appli- 
cation, it happened that it did receive 
a trial in several different cases in our 
early history, and the results may have 
some bearing on the question as to what 


116, 4 v; “Alexander Hamilton,” Works, Edited 
by H. C. Lodge, New York, 1885-1886, Vol I, 
PP. 249, 271, 9 Vv. 


*“Paine,” Vol. I, p. 207; “Hamilton,” Vol. III, 


p. 326. 
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might have happened if the government 
had adopted a general leasehold policy. 


University Lands 


The policy of donating land for the 
support of schools and institutions for 
higher education was followed by the 
Federal Government from the outset of 
our national career, and, indeed, had its 
precedents in the Colonial land systems. 
Though up to 1875 the laws granting 
land for educational purposes did not 
specifically restrict the right to sell the 
land, the states which received the 
earliest of these gifts were in doubt as 
to whether they had the right to sell. 
They construed the gift as constituting 
a land fund that must be held in public 
ownership and leased to secure a rev- 
enue for the support of universities and 
schools. This use of the land consti- 
tutes a real public leasehold system, and 
the experiences of the states that tried 
this system are not without interest. 

The earliest of these cases is that of 
Ohio University. In 1787, when the 
Ohio Company made its purchase of 
land from Congress, there were granted 
to it, for the support of a “literary 
institution,” two townships of land, to 
be applied in such manner as the state 
legislature might direct. The lands 
were selected in 1795— Athens and 
Alexander townships in Athens County. 
In 1804 the Ohio University was char- 
tered. The legislature, which, as men- 
tioned above, was to direct the applica- 
tion of the land gift to the use of the 
university, ordered that the lands be 
appraised and that the trustees then 


‘After this final revaluation, readjustments, 
based on wheat prices, were to be made in the 
rents at 20-year intervals. 


*The census gives the average value per acre 
of lands in Athens County as $19.63 in 1900, 


dispose of them by leases for go years, 
renewable forever, with revaluations 35 
years, 60 years, and go years from the 
beginning of the lease, this last revalua- 
tion to be final.* Rents were to be 6% 
of the appraised value, and the lands 
were to be forever exempt from state 
taxes, but the university was to be al- 
lowed to increase the rents by an amount 
equal to the tax. This virtually gave 
the state taxes on the lands to the 
university. 

Here we have, it would seem, a very 
well worked out leasehold system. The 
revaluation would at intervals transfer 
to the state the increment in value that 
might accrue, and the final revaluation 
after 90 years could be expected to 
represent a value that would be rela- 
tively stable—the rapid increases char- 
acteristic of a newly settled country 
might well be expected to have ended by 
that time. 

If this law had been allowed to stand, 
the university would have profited 
greatly through the increased value of 
the lands and the resulting increase in 
rents, which according to the terms of 
the leases were to be 6% on the valua- 
tion. But the very next year (1805) 
a new law was passed identical with the 
one just described except that it omitted 
the revaluation clause. The intention 
of the legislature in this law was clearly 
to prevent revaluation, but why should 
it have wished to do this within one 
year of the passage of the original law? 
One writer says, ‘‘No leases were taken, 
and much dissatisfaction was mani- 
fested. No one could be induced to 
settle upon and improve the land under 


$22.08 in 1910, and $28.63 in 1920. If we dis- 
count the latter as due to inflation of all land 
values as a result of the war, it appears that a 
final valuation 90 years after the taking up of the 
leases—that is, 1894 and the following years— 
would not have been an unfair one. 


th 
in- 
on 
he 
of 
1g 
a 
ne 
er 
aS 
g- 
1e 
d 
t, 
1s 
it 
d 
e 
e 
n 
e 
e 
r 
e 
e 
l- 
r 
t 


324 


a title that was liable to be disturbed so 
frequently, especially when land in the 
adjoining township could be bought out- 
right for $1 an acre or even less. Per- 
sons who had been induced to settle 
upon these lands by those interested in 
the establishment of the university, were 
discouraged ;many, whose improvements 
were little, left, while others remained, 
hoping that some relief would be pro- 
vided. . . . As nothing could be done 
under the act, Governor Edward Tiffin, 
in December, 1804, reported that fact 
to the legislature and suggested that 
these lands ought to be valued at a gen- 
erous price once for all.” * In opposi- 
tion to this we have the statement made 
by Walker, in his History of Athens 
County, that in the year following the 
passage of the act of 1804, 20,000 acres 
were applied for by occupants and 
others." However, Governor Tiffin is 
reported to have said in his next mes- 
sage that “the settlers on these lands 
were induced to apply for leases under 
the impression that the legislature would 
review the law and be governed by a 
more liberal policy.” * The revaluation 
clause was the feature that was consid- 
ered illiberal, and in 1805 the law was 
changed, as has been seen, in accord 
with the desires of the settlers. The 
lessees under the new law held perpetual 
leases at a fixed rental of 6% on the 
original valuation; all the benefit of 
increases in value of property then went 
to them instead of going to the uni- 
versity. ° 

However, the new law had expressly 


*Peters, W. E., Ohio Lands, Athens, Ohio, 1918, 
pp. 265 ff. 

"Walker, History of Athens County, p. 322, 
cited by George W. Knight in “History and Man- 
agement of Land Grants in the Northwest Terri- 
tory,” American Historical Association Papers, 
Vol. I, No. 3, p. 119. 


* Ibid. 
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repealed only so much of the law of 
1804 as was contrary to it, thus leaving 
ground for litigation over the question 
whether the revaluation clauses of the 
law of 1804, not being expressly re- 
pealed but only omitted, still held. In 
1841 the revaluation provided for in 
1804 was attempted by the university. 
The lessees appealed to the courts, 
which supported the university. They 
then appealed to the legislature, which 
passed an act saying that the act of 
1805 was intended to prevent revalua- 
tion. “The pressure brought to bear 
on the legislature in behalf of the les- 
sees was enormous, though there is no 
evidence that any but legitimate argu- 
ments were used upon the members. 
The lobby in behalf of the bill is said 
to have been almost unrivaled in the 
history of the state.” ?° 

Because of this action, which unfor- 
tunately was perfectly legal, since the 
original grant had made the disposal 
of the lands subject to the will of the 
legislature, revaluation was prevented, 
and the rent for 44,000 acres of land 
was $4,200 a year, representing a 6% 
return on the original value, $70,000. ™ 

In 1826 the legislature authorized 
the sale of the university lands at a price 
equal to the appraised value at the time 
of leasing. Only a small amount of 
land was sold to the lessees at that 
time, *? notwithstanding the well-known 
preference of American people for the 
freehold. The explanation of this re- 
fusal to turn the leasehold into a free- 
hold is found in the privileged position 


*Blackmar, Frank W., Federal and State Aid to 
Higher Education, Washington, 1890, p. 217. 

Knight, G. W., American Historical Associ- 
ation Papers, Vol. I, No. 3, p. 121. 

™ Knight, G. W., and Commons, J. R., Higher 
Education in Ohio, Washington, 1891, pp. 17, 18; 
Knight, p. 121. 

Knight, G. W., of. cit., p. 120. 
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which the university leaseholders held 
with reference to taxation. They were, 
as has been stated above, free from 
taxation by the state. The university 
had been given the right to exact from 
the leaseholders payment of a sum equal 
to the state taxes, but no attempt to 
exercise this right was made by the 
university until 1876. When the uni- 
versity at that late date asserted its 
claim, it had difficulty with the lease- 
holders, who, after more than 70 years 
of freedom from taxation, looked upon 
that privilege as an established right. 
The leaseholders appealed to the legis- 
lature to prevent the collection of the 
tax rents, but this time in vain. The 
taxes, amounting to about $3,000, 
brought the income of the university 
from its lands up to $7,200 a year. * 
The policy of the university at present 
is to sell these leaseholds and deposit 
the proceeds in the state treasury where 
they become part of the irreducible debt 
of the state, the interest going to the 
university. This fund, when completed 
by. the sale of the remaining leaseholds, 
will not exceed $65,000. Rents for the 
lands still held by the university are 
dificult to collect and they scarcely cover 
the expenses of collecting them. The 
additional tax-rents are variable, since 
they include only the state tax, and 
change with changes in the state levy. ** 

Ohio University’s experience with the 
public leasehold system was undoubtedly 
a failure. The original plan showed 
every intention of establishing a public 
leasehold system to be applied with as 
much attention to business principles 
as is customary in the application of the 
private leasehold. Why could it not be 


'*Knight and Commons, pp. 17, 18. 
“Information given by an official of the uni- 
versity. 
“Knight, pp. 122-124; Blackmar, pp. 218, 219. 
“Personal letter of one of the trustees. The 


carried out? Chiefly because the land- 
lord was not an individual or a business 
corporation but a political group of 
which the tenants themselves were mem- 
bers. Political pressure exerted by them 
was too great for their neighbors to 
withstand, and since the individual in- 
terest in the matter of any one of these 
neighbors was small, the tenants had 
their way, as they could probably never 
have had it against a private landlord. 
Miami University, in Ohio, has had 
a somewhat similar experience. In the 
contract covering John Cleves Symmes’ 
purchase, one township of land was 
given for the support of a seminary of 
learning. When Miami University was 
chartered in 1809, the lands were vested 
in its trustees by the legislature, which 
ordered the lands leased to the highest 
bidders at a valuation of not less than 
$2 an acre, with rents 6% of the value 
bid, and revaluation every 1§ years. 
Here, again, was a system worked 
out on a business basis, not differing 
from a private leasehold. But here, 
also, political pressure of the tenants 
was too great to make possible the main- 
tenance of the system; for the revalua- 
tion clause of the law of 1809 was re- 
pealed in 1810 by a legislature in which 
the majority was composed of the same 
men who had formed a majority of the 
legislature which passed the law of 
1809. All the university lands were 
taken up immediately, though the uni- 
versity did not open until 1824.% In 
this case the lands, which are free from 
state taxes, have remained in leasehold, 
and the rents paid for them are less than 
the state taxes on the true value of the 
lands would be.** As a result, the uni- 


average value of the land in Butler County, in 
which Oxford Township is situated, was, in 1919, 
nearly $100 an acre; so that the real value on 
which this income was received was probably 
more than $2,000,000. 
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TaBLeE I. EXPERIENCE OF Four OTHER STATES WITH THE LEASEHOLD SysTEM 


Date Date Date 
State Institution of Leasin; Sale REMARKS 
Grant Orde Ordered 
Indiana...... Vincennes 1804 1807 1807 (4,000 acres 
University....... only)........ Earliest instance of abandonment of the leasing policy* 
Indiana...... Indiana University. 1816 1822 a Lands sold early and at a sacrifice. t 
INinois....... State Normal 1804 1821 1829 (legislature 
University....... ordered sale) | Lands ordered leased in 1821 were said to be value- 
Southern Illinois 1818 1831 eongpees less; no leases were taken. When substitute lands 
formal Univer- authorized were given, they were sold.{ 
sale)........ 
Leases for 99 years. Few were taken because of com- 
Mississippi. ..| Jefferson College... 1803 1812 WRB rcansxace petition of federal land. After 1820, lessees threw 
over their lands though trustees offered to abate 
one-half of amounts due.§ 
Mississippi. . .| University of Leases for not more than four years given; little return 
Mississippi... ... 1819 1819 SA Res from these, and lands reported in 1833 to be de- 
teriorating—sale ordered 1833.|| 
Alabama..... University of 1818 1819 
Alabama........ 1819 1822 See footnote 


* Woodburn, James A., Higher Education in Indiana, Washington, 1891, pp. 29 ff; Knight, Land Grants, pp. 124 ff. 


night, p. 132; Blackmar, pp. 231 
Mayes, L., History of 
Ibid., pp. 119 ff; Blackmar, p. 268. 


ff. 
‘ucation in Mississippi, Washington, 1899, pp. 28, 29. 


The law of 1822 permitted purchases on credit to be turned into perpetual leaseholds, and mony purchasers took abvonen Jn 


this. e university officials neglected, for the most part, the collection of the rentals; and in 1869 the ledger containing the record o 
leaseholds was mutilated by a student (acting as quartermaster in the poitet> office) who tore out the pages on which they were listed, 

r it was impossible to determine which of the original lands still belonged to the university as awed « lds. (Willis G. Clark, History 
of Education in Alabama, Washington, 1889, pp. 32, 33). 


versity receives about $6,500 a year 
from the university township. *” 

The experience of some other states 
to whose “‘seminary lands” the leasehold 
system was at first applied are given in 
Table I, above. 

In a number of other cases university 
lands were leased for short terms dur- 
ing the territorial period and were sold 
as soon as statehood gave full title to 
the lands, or (after 1875) when they 
could be sold at the minimum price fixed 
by Congress in its donation of univer- 
sity lands. These temporary leases, 
however, do not fall under our definition 
of the leasehold system. Neither do 
the leases given at present by western 
universities for lands which they have 
not been able to sell. Even in these 

* Catalog 1919-1920, p. 9. The Miami Univer- 
sity Financial Report for Year Ending June 3o, 
1920, (Miami University Bulletin, Series XVIII, 
No. 11, Oxford, Ohio, 1920) reports an income of 


$6,955.56 from 23,403 acres of land, which would 
include several hundred acres in addition to the 


cases, however, the rents are sometimes 
difficult to collect,** and yield a very 
small revenue. *® The leases of mineral 
lands belonging to the University of 
Minnesota are of a somewhat different 
character and will be considered later. 


School Lands 


When the leasehold system was ap- 


plied to lands given by the Federal ' 


Government for the support of common 
schools, there was the same failure to 
maintain the application of the business 
principles of the leasing system that 
occurred in the case of the university 
lands. 

In 1803 Ohio received from the 
Federal Government section 16 in every 


university township. 

*Lane, J. J., History of Education in Texas, 
Washington, 1903, p. 188. 

* Ibid., pp. 136, 137; Catalog of University of 
Arizona, 1923-1924, p. 23; Catalog of University 
of New Mexico, 1917. 
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township, or lands equivalent thereto, 
for the support of schools in these town- 
ships. The legislature ordered the leas- 
ing of these lands for terms of 7 to 15 
years, the rents to be paid in improve- 
ment instead of money. Few of these 
improvement leases were taken up, for 
the settlers preferred buying land on 
credit from the government. In 1803 a 
system of money rents was authorized 
with leases for not more than 15 years, 
on the best terms obtainable. 

In 1809 a law was passed permitting 
school lands in that part of Ohio known 
as the Virginia Military Reservation to 
be granted in perpetual leases at a 
rent equal to 6% of the price bid. The 
lease could not be altered in favor of 
the state but might be changed in favor 
of the lessee. ‘‘As a result of these laws 
there are today under lease about 
10,000 acres in this district at an annual 
rent of 12 cents an acre. In 1810 
the governor expressed a mild doubt 
whether these laws were beneficial to 
the interests of the schools. Not till 
many years later, however, did any 
general opinion arise that such legisla- 
tion was unwise.” ” In 1816 the legis- 
lature repealed these laws and ordered 
leasing to the highest bidder for 99 
years with revaluation in 1835 and 
every 20 years thereafter. 

In 1817 a modification of the law 
that had been passed in 1816 for the 
Virginia Military District was applied 
to the school lands of the whole state. 
It allowed leasing for 99 years at an 
appraised valuation, with revaluation 
every 33 years. There was much dis- 
content with this and much special 


* Knight, pp. 45, 46. 

Ibid. 

* Atwater, Caleb, History of Ohio, Cincinnati, 
1838, pp. 253 ff; Knight, p. 49. 

* Randall, E. O., and Ryan, D. G., History of 


legislation concerning these lands at the 
instigation of the lessees. ** This legis- 
lation favoring certain persons, many of 
whom were related to the legislators, 7 
was a source of scandal and of great loss 
to the state, both because of loss of in- 
come from the land and because of the 
expense of legislative sessions which 
were largely devoted to the passing of 
these special laws. 7° 

The scandal had become so great that 
in 1821 a commission was appointed to 
investigate, and as a result of its find- 
ings a senatorial committee charged 
fraud, undervaluation, and squandering 
of the proceeds. It said that nothing 
could be done under the lease system, 
and urged that all lease laws be sus- 
pended and that lessees be allowed to 
surrender their leases. This was done, 
and Congress in 1826 gave permission 
to sell. In 1827 lessees were permitted 
to buy their lands at the last valuation, 
which gave them the benefit of from 3 
to 10 years’ increment in value. * 

The memorial to Congress asking for 
permission to sell the lands stated as 
objections to the leasing system: (1) 
Only persons wholly destitute would 
lease land while facilities for purchase 
were so great; (2) superintendence of 
the leased lands was inadequate but 
expensive; (3) timber was being wasted 
by the cutting done by lessees; (4) the 
system made for the existence of an 
undesirable tenant class in Ohio. * 

One writer has said, concerning 
Ohio’s experience with the leasehold 
system: “It was another demonstration 
that land ownership is the best basis of 
social and economic contentment and 
Ohio: Rise and Progress of an American State, 
New York, 1912-1915, Vol. III, p. 173; Knight, pp. 
43 ff; Atwater, pp. 253 ff. 

“Knight, p. 54; cf. Atwater, p. 400. 

American State Papers, Public Lands, Vol. 
IV, p. 49. 
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stability of government. Even the leg- 
islature, in 1824, when appealing to 
Congress for permission to sell these 
lands, was constrained to say ‘that the 
great body of those who constitute the 
strength and basis of every government, 
and who are to be considered as the 
friends of good order and public im- 
provement, are among those who are 
the owners as well as the occupiers of 
the soil’.” 7° 

The legislature further declared that 
the evils they were seeking to escape 
“arise wholly from the system of grant- 
ing these lands upon leases, and are such 
as cannot be remedied by any course of 
legislation whatever, if, as some have 
supposed, the state has not the power 
under the term of the original grant of 
disposing of these lands in fee.” *” 

Indiana, at the time of its entrance into 
the Union in 1816, inaugurated a lease- 
hold system for its school lands, titles to 
which were in this case in the townships 
instead of in the state at large. No sales 
were to be permitted before 1820, but 
leases for 7 years were to be issued. In 
1821 a special committee investigated 
the subject and recommended the sale 
of the lands, pointing to the experience 


~ of Ohio as a reason for abandoning the 


leasehold system. However, as no per- 
mission had been granted by Congress 
for the sale, the state, in 1824, author- 
ized the disposal of the lands on the 
best terms obtainable by anything except 
sale in fee. All the worst evils of the 
leasehold system were permitted by this 
law, but fortunately, the legislature, in 
1825, forbade the issuance of further 
leases for terms greater than 10 years, 
and in 1828 Congress gave the desired 


* Peters, Ohio Lands, pp. 351 ff. Statement of 
legislature quoted from 22 Laws of Ohio, Local 
15?. 

* American State Papers, Public Lands, Vol. 
IV, p. 49. 


permission to sell if the townships con- 
sented. A small part of this land, scat- 
tered among a number of counties, 
remained unsold. 

Illinois was granted its school lands 
when it became a state in 1819 and 
adopted the policy of leasing them for 
10-year terms. In 1829 the legislature 
decided to sell the lands as soon as per- 
mission to do so was obtained from 
Congress, and in 1831 the sale began 
without that permission. The reasons 
given were that the children of that 
generation would derive no benefit un- 
less the lands were sold, and that the 
lands were being stripped of timber by 
lessees. Considering the fact that most 
of the sections were prairie lands with- 
out timber, the second reason seems 
absurd. ** Governor Ford believed that 
the real reason for abandoning the 
leasehold was the desire to please the 
lessees, who wished to purchase at low 
prices the lands which they were occupy- 
ing. He said, “I speak what I know 
when I say that the laws to sell school 
lands were passed to please the people 
who were settled upon them who wished 
to purchase them at Congress price, 
while the other inhabitants, being 
divided into little factions and thinking 
more of success at one election than the 
interest of all posterity and acting upon 
the principle that what is everybody’s 
business is nobody’s business, aided or 
suffered the mischief to be done.” *° 

Table II, on the following page, 
shows other cases of attempts to es- 
tablish the leasehold system for school 
lands. 

Many western states are leasing, 
chiefly for grazing purposes, their un- 


* Knight, pp. 64 ff; Woodburn, p. 58. 
* Knight, p. 79. 


*Ibid., p. 80, note, quoting Ford, History of 
Illinois, p. 79. 
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TaBLe II. Orner States WuHicH Have ATTEMPTED TO ESTABLISH THE LEASEHOLD 
SysTEM FOR ScHoot LANDs 


Leasing Sales 
State Begun Begun REMARKS 
Tennessee..| 1806 1825 Much loss. Resistance of squatters on lands to sale.* 
Some Leased on sale basis—no rents—only taxes. Often 
Mississippi} 1818 before id.t 
1833 unpai 
Arkansas..| 1829 1843 —— authorized sale 1837.{ State ordered sale 
1843. 
Florida....| 1839 1848 Intention was not to sell but to lease lands for benefit 
of each township; only one mintniton took ad- 
vantage of this. Consolidation and sale from 1848.|| 


sold school lands; but, as in the case of 
the university land of these states, this 
renting system is only a temporary ex- 
pedient and not a real leasehold system. 


Saline Lands 


In 1781 Pelatiah Webster proposed 
that “‘all salt licks and mines, and all 
valuable fossils in which this country 
greatly abounds, may be reserved and 
sequestered for public use. A great 
revenue may grow out of them; and it 
seems unreasonable that those vast 
sources of wealth should be engrossed 
and monopolized by any individuals. I 
think they ought to be improved to the 
best public advantage, but in such man- 
ner, that the vast profits issuing from 
them should flow into the public trea- 
sury, and thereby inure to the equal 
advantage of the whole community.” * 
Three years later Washington inquired 


"Webster, Pelatiah, Political Essays on the 
Nature and Operation of Money, etc., Philadelphia, 
1791, Pp. 49. 

™“George Washington,” Writings, Edited by 
Worthington C. Ford, Vol. X, pp. 428-429. 


whether there would be any impropriety 
in reserving for special sale mines, min- 
erals, and salt springs, so that the public 
instead of “the few knowing ones” 
might receive the benefits. . . . “without 
infringing any rule of justice.” * 

In the ordinance of 1785 the reserva- 
tion of salt springs was not included, 
though it had been suggested, ** but in 
1796 Congress passed an act providing 
for the reservation of salt springs and 
an area equal to one square mile about 
them for the use of the United States. 
The act of 1800 gave the surveyor- 
general the right to lease these lands; 
but with the beginning of the admission 
of new states the policy of giving 
“salines” to the states was inaugurated, 
and was followed up to the time of the 
admission of Nevada. * 

Up to 1820 Congress absolutely pro- 
hibited the sale of salt-spring lands by 
the states to which they were given; 


* King, Rufus, Life and Correspondence, Edited 
by C. R. King, New York, 1894-1900, Vol. I, pp. 
91-92. 

“Donaldson, Thomas. 
Washington, 1883, p. 217. 
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from 1820 to 1845 the prohibition 
might be lifted by special consent of 
Congress; from 1846 to 1875 (when 
the system of giving salines to the states 
was abandoned) there was no restric- 


tion on the sale. During the period 


when sales were prohibited or restricted, 
the leasing system was used, and Con- 
gress tried to maintain control over this 
leasing. Up to 1820, states were not 
permitted to lease the salines for more 
than 10-year periods. States admitted 
between 1820 and 1846 were permitted 
to give leases for longer periods, if they 
obtained the consent of Congress. After 
1846 the states were given a free hand 
in disposing of the lands by either lease 
or sale.**° In this case 26 years were 
needed after the first break in the lease- 
hold system to bring about its fall. 


Mineral Lands 


The abandonment of the policy of 
leasing salt springs imposed on the 
states by Congress coincides with the 
abandonment of a similar policy which 
Congress had been using for its reserved 
mineral lands. Arguments in favor of 
reserving salt springs, mines, and min- 
eral lands, which have already been 
touched upon, and which did not bring 
about the reservation of salines in the 
Ordinance of 1785, did succeed in get- 
ting into that ordinance a clause reserv- 
ing “one-third part of all gold, silver, 
lead, and copper mines to be sold, or 
otherwise disposed of as Congress shall 
hereafter direct,” but left in doubt the 
policy of the government in relation to 
holding, leasing, or selling mines or 
mineral lands. In 1807, however, Con- 
gress, in an act for the sale of certain 

* Orfield, M. N., “Federal Land Grants to the 
States, with Special Reference to Minnesota,” 


University of Minnesota Studies in Social Sciences, 
1915, No. 2, p. 71. ; 


lands in Ohio and Indiana, inaugurated 
a policy of leasing mineral lands. This 
policy was maintained*® until 1846, 
when a law was passed inaugurating a 
system of sales of mineral lands. 

The abandonment in 1846 of the leas- 
ing system for mineral lands occurred 
only after it had been considered for 
some years. As early as 1839 the House 
of Representatives had passed a resolu- 
tion asking the President*’ “‘to cause to 
be prepared a plan for the disposal of 
the public mineral lands, having refer- 
ence as well to the amount of revenue 
to be derived from them and their value 
as public property, as to the equitable 
claims of individuals upon them.” The 
system was not changed, however, until 
Polk’s administration. In_ his first an- 
nual message Polk, with characteristic 
vigor, attacked the whole system. ‘The 
present system of managing the mineral 
lands of the United States is believed to 
be radically defective. More than a mil- 
lion acres of the public lands, supposed 
to contain lead and other minerals, have 
been reserved from sale, and numerous 
leases upon them have been granted to 
individuals upon a stipulated rent. The 
system of granting leases has proved to 
be not only unprofitable to the govern- 
ment, but unsatisfactory to the citizens 
who have gone upon the lands, and 
must, if continued, lay the foundation 
of much future difficulty between the 
government and the lessees. According 
to the official records, the amount of 
rents received by the government for 
the years 1841, 1842, 1843, and 1844, 
was $6,354.74, while the expenses of 
the system during the same period, in- 
cluding salaries of the superintendents, 
agents, clerks, and incidental expenses, 

* The mineral lands of Missouri were permitted 
to be sold by an act of Congress approved March 


3, 1829. 
* Van Buren. 
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were $26,111.11, the income being less 
than one-fourth of the expense. To this 
pecuniary loss may be added the injury 
sustained by the public in consequence of 
the destruction of timber, and the care- 
less and wasteful manner of working the 
mines. The system has given rise to 
much litigation between the United 
States and individual citizens, producing 
irritation and excitement in the mineral 
region, and involving the government in 
heavy additional expenditures. It is be- 
lieved that similar losses and embarrass- 
ments will continue to occur while the 
present system of leasing these lands 
remains unchanged.”** 

This straightforward denunciation of 
the system was followed by immediate 
results, and the policy of selling mineral 
lands outright was inaugurated by an 
act approved July 11, 1846, which pro- 
vided for the sale of reserved lead mines 
and contiguous lands in Illinois, Arkan- 
sas, lowa, and Wisconsin. 

When the question of the disposal of 
mineral lands in California, Utah, and 
New Mexico came up later, and the sug- 
gestion that they be leased was again 
considered, President Fillmore, in his 
message of December 2, 1849, said: 
“The mineral lands of California will, 
of course, form an exception to any gen- 
eral system which may be adopted. 
Various methods of disposing of them 
have been suggested. I was at first in- 
clined to favor the system of leasing, as 
it seemed to promise the largest revenue 
to the government and to afford the best 
security against monopolies, but further 
reflection and our experience in leasing 
the lead mines and selling lands upon 
credit have brought my mind to the con- 


* Donaldson, of. cit., pp. 307, 308. 

* Ibid., pp. 307-309. 

Ibid., p. 466. 

“Report of Cadwallader Colden, Surveyor-Gen- 


clusion that there would be great diff- 
culty in collecting the rents, and that 
the relation of debtor and creditor be- 
tween the citizens and government 
would be attended with many mischiev- 
ous consequences.” * Apparently the 
leasehold system had proved as unsatis- 
factory for the salt springs and the min- 
eral lands as it had for agricultural 
lands in the new country opened up. 

The leasehold system was simply not 
acceptable to settlers in the conditions 
that existed when the land was being 
taken up. ‘One of the most remarkable 
circumstances in our colonial history is 
the almost total absence of leasehold es- 
tates. * * * In fact, partly from the 
cheapness of the land and partly from 
innate love of independence, few agri- 
cultural estates in the whole country 
have at any time been held in lease for 
a stipulated rent.” *° “* * * One great 
reason for people (the better sort espe- 
cially) leaving their native country, was 
to avoid the dependence of landlords, 
and to enjoy lands in fee to descend to 
their posterity that their children may 
reap the benefit of their labor and in- 
dustry.” ** 


Other Tenures Short of Full Ownership 
: I. Quit-Rent System 


Evidence that nothing short of allo- 
dial tenures would have succeeded in 
the settlement of the United States is 
also found in the record of the quit-rent 
system of colonial days. The English 
quit-rent, a small sum paid by the tenant 
on a manor to be freed from, or “quit 
of,” the services due from his holding, 
was introduced into the American col- 


eral, on “The State of the Lands in the Province 
of New York, in 1732” in Documentary History 
of the State of New York, Edited by E. B. 
O'Callaghan, Albany, 1849-1851, (4 v.) Vol. I, 


Pp. 384. 
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onies by the proprietors. They sold the 
land for a purchase price, reserving the 
right to collect a quit-rent, which varied 
in amount at different times and in dif- 
ferent colonies, but was: most often, 
perhaps, two shillings for a hundred 
acres. When proprietary colonies be- 
came crown colonies, the quit-rents be- 
came payable to the crown, and resem- 
bled, in that feature, the public leasehold 
system. The records show. that, in gen- 
eral, both proprietary and royal govern- 
ments failed to make a success of the 
quit-rent system, Maryland being a not- 
able exception in this matter. 

“The total amounts received from the 
quit-rents were often considerable. * * * 
But the sums were always affected by 
the refusal of the colonists to pay, by the 
difficulties of collection, and by the large 
outstanding arrears that everywhere ac- 
cumulated. The proprietors of the soil 
in New Hampshire and the Jerseys had 
almost nothing to show for their titles, 
and the crown in New York netted very 
meager returns from the quit-rents of 
that province. Taking the British col- 


-onies as a whole, there were many in- 


stances in which the system worked so 
badly that the obligation to pay re- 
mained little more than a dead letter.” * 
Winthrop said, in 1698, that the people 
had a “strange notion and fright of the 
word quit-rent.”’ ** 

The situation in New York was a par- 
ticularly bad one—so much so that the 
settlement of the state was retarded be- 
cause settlers deliberately avoided it on 
account of its bad land system. Quit- 
rents at varying rates were due to the 
Dutch patroons whose titles were recog- 


“Charles M. Andrews, in introduction to Quit- 
Rent System in the American Colonies, by Beverly 
Bond, New Haven, 1918, p. 18. 

“Bond, p. 40. 

“ Thid., 254-266. 

Ibid., 266-270. 

-“ Tbid., 270-279. 


nized by the British Crown, as well as 
to the Duke of York, and, later, to the 
Crown. Sheriffs refused the duty of col- 
lecting quit-rents, which might cost them 
their lives; and large arrears accumu- 
lated. Many persons acknowledged that 
they had no idea of paying their quit- 
rents, and others openly bragged that no 
New York jury would award a verdict 
for the Crown in a suit of arrears. “ 
Burnet, who was governor of the colony 
from 1720 to 1728, secured decrees for 
the collection of arrears of quit-rents 
due to the Crown, but “so strong was the 
outcry that Burnet’s successor, Mont- 
gomerie, was reported to have refused 
either to hold the court or to concern 
himself with the quit-rents.”” Governor 
Cosby tried to enforce the collection in 
1732, but the judges took the popular 
side. Attempts to secure an act of the 
assembly for enforcement were de- 
feated by landholders in general and 
especially by the holders of large es- 
tates.*° In 1761 out of a rent roll of 
£1,806 only £800 were collected, and 
the accumulated arrears amounted to 
£18,888.* 

Strangely enough, after the experi- 
ence in colonial times, the state did not 
abolish the quit-rent system at the time 
of the break with Great Britain, though 
it offered commutation of quit-rents due 
to the state to all landholders that de- 
sired it and remitted all arrears that had 
accumulated up to 1783. It continued 
to appropriate for certain purposes the 
quit-rents receivable by the state, but 
probably these grants were never paid. 
The state quit-rents were abolished by 
the constitution of 1846.* 

“Bond, pp. 283-284. The quit-rents that caused 
the “Anti-Rent War’ in 1839 and the following 
years were due to private owners, A full account 
of this interesting episode in the history of the 
state of New York is found in E. P. Cheyney’s 


The Anti-Rent Agitation in the State of New 
York, Philadelphia, 188). 
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II. Credit System for Land Sales 


So strong has been the feeling that 
full ownership was the right of every 
cultivator of the lands, that even the 
deferred ownership involved in the 
credit system (in use from 1800 to 
1820) for the sale of public lands was 
unsatisfactory. The government did 
not enforce the contracts, which pro- 
vided for the relinquishment of land and 
its resale when the payments were not 
made. No one dared to buy the land 
held by the defaulting purchaser, and 
Congress passed a long series of Relief 
Acts, 1806 to 1832, extending time of 
payment, remitting interest, allowing re- 
linquishment of the part unpaid for and 


retention of an amount of land covered . 


by payments already made.** 

It is possible that a somewhat similar 
situation will arise in the West, where 
today settlers are being sold lands with 
shares in the government-constructed ir- 
rigation system on deferred payments. 
Arrears of payments are shown in most 
of the accounts,*® and men who have 
been concerned in the construction of 
these projects are not at all sanguine 
concerning the possibility of securing full 
payment from the landholders. 


Present-Day Public Leaseholds 


The public leasehold system which 
failed in these cases when new land was 
being opened up appears to work much 
better where land has already attained a 


“Treat, Payson J., The National Land System, 
1785-1820, New York, 1910, pp. 127, 143, 161. 


“Federal Reclamation by Irrigation, Senate 
Executive Document 92, 68th Congress, rst Session 
(1924) p. 211. The account to 1923 shows that 
$126,194,163 of the original construction costs are 
still unpaid, while arrears on maintenance charges 
and water rentals amounted to $5,868,624.99. 


Orfield, p. 228. 


high and relatively stable value, al- 
though the advantages to be gained 
from it cannot be so great at this time. 
The state of Minnesota, for example, 
derives a considerable income from 
leases of its mineral lands and royalties 
paid by those exploiting these lands. °° 

A few lots out of the Illinois school 
land grant have been saved and are still 
owned by the city of Chicago. When 
Chicago was incorporated in 1833, its 
voters petitioned for the sale of school 
lands, and all of these were sold ™ ex- 
cept four blocks, title to which was 
vested in 1839 in the city of Chicago, 
which ordered the lands to be leased. 
Later, sales were authorized; but much 
of this land, in the heart of Chicago, is 
still under lease and gives a considerable 
income to the Chicago schools.** The 
maintenance of these leaseholds as good 
income-producing property is not with- 
out its difficulties, however, for each 
periodical revaluation and increase of 
rents is resisted by the lessees, who raise 
objections and sometimes resort to liti- 
gation.®* This resistance is not entirely 
unreasonable, for the Board of Educa- 
tion waived its right of revaluation in 
some leases, holders of which pay cer- 
tain fixed rentals throughout the dura- 
tion of the lease, an arrangement which 
results inevitably in discontent among 
the holders of leases that require reap- 
praisal at intervals. At present no leases 
are being made without provision for 
revaluation, and though the appraisal 
value was nearly doubled ™ the revalua- 


The total price was $36,619.47. Paul Monroe, 
Cyclopaedia of Education, New York, 1911-1913, 
article, “Chicago.” 

= Comptroller’s Report, 1922. 

% Currey, J. S., Chicago: Its History and Its 
Builders, 1912, Vol. III, p. 290, 5 v; M. R. Malt- 
bie, “Municipal Functions,’ Municipal Affairs, 
Vol. II, p. 579. 

“Chicago Realtor, May, 1925, Vol. XXXVIII, 
No. 5, p. 11. 
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tions of 1925 went through apparently 
without difficulty. 

The city of St. Louis also retains some 
of the land given by act of Congress of 
June 13, 1812, to towns and villages in 
Missouri for the support of schools. 
This is leased for 10-year periods with 
the privilege of 2 or 3 renewals of 10 
years each. The lessees pay 6% on the 
appraised value and taxes. The school 
board has very little trouble with the 
collection of rents or with reappraisals. 
It the lessee wishes to purchase, he may 
do so, but only at public auction, and at 
a price not less than 50% more than 
the appraised value. 

Certain other municipalities derive 
considerable incomes from ground rents 
of publicly owned sites of high value. 

A questionnaire that was sent to cities 
and states whose financial statistics 
showed more than $1,000 income from 
rentals of real estate, while not entirely 
satisfactory either in the number of 
returns it brought or in the amount of 
real information elicited, seemed to 
bring out the fact that, even from the 
public, people do not expect to get the 
use of valuable property for nothing. 
Nor would an effort to get it for little 
or nothing receive the support of popu- 
lar opinion as it did in the pioneer days 
when land was less valuable and when 
ownership was general. The resistance 
to revaluation reported in a few cases 
gives evidence that they do desire to get 
it for as little as possible, and it is prob- 
able that their efforts to beat down the 
cost are more successful, directed as 
they are against an impersonal govern- 
ment, than they would be if directed 
against the active self-interest of a pri- 
vate owner of property. 


"Report of Board of Education of St. Louis, 
1916-1917; Walter B. Stevens, History of St. 
Louis, 1911, pp. 614, 617; Marshall Snow, “The 


Desirability of Public Leasehold? 


The cases that have been considered 
cannot be brought forward as furnishing 
proof that the leasehold system, if gen- 
erally applied, would have failed, be. 
cause they are all complicated by the 
fact that they existed side by side with 
a system of outright ownership. It 
might be argued that the competition of 
the government sale of cheap land was 
the sole reason for the failure of the 
leasehold in these cases. Perhaps such 
an argument is sound; certainly it can- 
not be disproved by the evidence col- 
lected here. 

Is not the more fundamental cause 
to be found, however, in the fact that 
governments under popular control are 
subject to pressure upon the legislatures 
to bring about conditions desired by 
their citizens? The government acting 
as a landlord is a weak defender of its 
interests in comparison with the private 
landlord. No individual of those in 
control has any large personal interest 
at stake, and to defend the public’s in- 
terests against the pressure brought to 
bear by tenants who are friends and fel- 
low citizens as well as voters is more 
than can be expected of the legislator. 

That this pressure would have been 
exerted even if a general public lease- 
hold policy had been inaugurated seems 
unquestionable, for no other tenure than 
outright ownership would have satisfied 
the great mass of the people. It was 
what they had come to seek in this coun- 
try. ‘Land hunger was the master pas- 
sion which brought the men of the seven- 
teenth and eighteenth centuries across 
the sea and lured them on to the fron- 
tier. Where hundreds sought for free- 


City Government of St. Louis,” Johns Hopkins 
University Studies, 1887; Maltbie, in Municipal 
Affairs, December, 1898, Vol. II, p. 579. 
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dom of worship and release from politi- 
cal oppression, thousands saw in the 
great unoccupied lands of the New 
World a chance to make a living and to 
escape from their landlords at home. 
To obtain a freehold in America was, 
as Thomas Hutchinson once wrote of 
New England, the ‘ruling purpose’ 
which sent colonial sons with their cattle 
and belongings to some distant frontier 
township, where they could thrust back 
the wilderness and create a new com- 
munity.” °° 

There may be some consolation, how- 
ever, to those who regret our failure to 
hold our lands in public ownership, in 
the question that has been raised: 
Would the rents yielded by a general 
public leasehold system be much greater 
than the taxes under the existing sys- 
tem? Certainly they would be greater 
in a boom year such as the year 1919 

* Andrews, Charles M., Colonial Folkways; 
Yale University Press, 1919, chap. ii. 

"Figures taken from a table prepared by C. O. 


Brannen of the Bureau of Agricultural Economics, 
U. S. Department of Agriculture. 


was. In that year six counties in six 
different states were studied and the 
taxes ranged from 15% to 66% of the 
net rents before deducting taxes. °’ Even 
if the net rents were somewhat less in a 
general leasehold system, they would 
probably still be considerably more than 
taxes in such a year. But what of years 
of depression? Would not the govern- 
ment maintaining a leasehold system 
find itself with leases thrown back on 
its hands, unable to dispose of them, and 
drawing no income from them? Would 
not such losses go far to offset the gains 
of the prosperous years? 

When we think of things as they are, 
we are apt to concentrate on the diffi- 
culties that attend them and the faults 
and inadequacy of the system. When 
we think of the things that might have 
been, we see them working out perfectly 
according to theory and plan. May it 
not be that the advantages which we 
seem to have missed in failing to es- 
tablish the public leasehold system are 
more or less illusory, after all? 


1? | 
red | 
ling 
gen- | 
be- i 
the | 
vith 
It 
1 of | 
was 
the | 
uch 
col. 
use 
hat 
are 
res | 
by | 
ing | 
its 
ate 
in | 
in- | 
to 
en 
as 
| 
SS 
ins 
bal 


RELATIONSHIPS OF LANDLORDS 
TO FARM TENANTS 


By F. A. BUECHEL 


OPULAR thought on the tenancy 

problem in the United States has 

long cultivated the feeling that 
tenancy is a mark of subserviency and 
that this is contradictory to our ideal of 
a free, land-owning people. The tradi- 
tion is that the best results from an 
economic point of view are obtained by 
full and free private ownership of the 
land. Tenancy as a departure from this 
ideal has popularly been supposed to vio- 
late the cardinal American declaration 
of faith that ‘all men are created free 
and equal.” The relationships of land- 
lord and tenant have been felt to be akin 
to the master and slave or lord and serf 
relations, which are in keeping with a 
medieval economic system rather than 
the modern economy of free competitive 
enterprise. A natural conclusion from 
this point of view is that nothing good 
or wholesome can come out of landlord 
and tenant relationships, and that the 
only remedy is to abolish tenancy. 

For some years, however, this attitude 
toward tenancy has been changing. In- 
stead of regarding the tenancy system as 
foreign to our fundamental economic 
institutions, many people have come to 
recognize that tenancy has a legitimate 
place in our economic order. Coinci- 
dently, the relationships of landlord 


_ and tenant are being carefully examined 


to cull the bad practices from the good 
in order to promote better relation- 
ships. 

Yet some people still “view with 
alarm” our “rapid increase” in tenancy, 
and attribute to tenancy most of the 
ills, social and economic, which manifest 


themselves in rural communities. Since 
this view is widely held and expressed, 
it may repay us to summarize briefly 
the present status of tenancy before con- 
sidering the desirability of some out- 
standing features of landlord-tenant 
relationships. 


Present Status of Tenancy 


Tenant-operated farms increased from 


25.6% of the total in the United States 


in 1880 to 35.3% of the total in 1900, 
and from 35.3% in 1900 to 38.1% in 
1920. In other words, the relative in- 
crease in tenancy was three and one-half 
times as great in the former period as it 
was in the latter. As a matter of fact, 
we are probably close to a stationary 
stage so far as the relative increase in 
tenancy is concerned, and many of the 
evils now imputed to the institution of 
tenancy would remain unchanged if 
tenancy were abolished overnight. 
Moreover, tenancy statistics lose 
much of their harshness when it is con- 
sidered that 23% of the tenants are 
relatives of the owners; another 23% 
are “croppers” who would otherwise, 
in the main, be common laborers; and 
another 10% are themselves land 
owners.’ A large proportion of tenants 
not included in these three categories 
are probably making progress toward 
the ownership goal. If other factors 


are favorable, landlord-tenant relations 


can be made almost ideal because of the 
proximity of landlords to their farms. 


11923 Yearbook, United States Department of 
Agriculture, pp. 510, 527, 568. 
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Whereas 78.8% of the landlords lived 
in the counties in which their farms 
were located according to the census of 
1900, in 1920, according to a special 
study of 275,000 farms,? 80% lived in 
the county where their farms were 
located, 11% in the adjoining county, 
and only 9% at a greater distance. 

That tenancy is an effective way to 
rise to ownership is indicated by the 
fact that between 1915 and 1920, of all 
farmers who attained farm ownership 
in the cotton, corn, and wheat belts, 
from 60% to 80% of them reached it 
by the “tenancy route.” 

The foregoing statements are not 
designed to minimize the seriousness of 
our tenancy problems, but to suggest 
that the “shortcomings of tenancy may 
be charged against tenancy under the 
present landlord-tenant relationship 
rather than against any essential feature 
of tenancy’’® as such. “In the discussion 
of farm tenure it is usually assumed that 
the only alternative is between farm 
tenancy and farm ownership. As a 
matter of fact, the real alternative is, 
in very many cases, between farm ten- 
ancy and working on a farm for wages. 
If the renting of farms were prohibited 
on and after July 1, 1927, by an amend- 
ment to the Federal Constitution, then 
a large fraction of the two and one-half 
million farm tenants now in the United 
States would become not farm owners, 
but farm laborers.’”* 


A Good Leasing System Necessary 


Instead of looking upon tenancy as 
something abnormal—an evil to be 
eradicated at the earliest possible 
moment—we should regard it as a neces- 


*Ibid., p. 533. 

* Department of Commerce Census Monograph, 
No. 4, p. 15. 

‘Ibid. 14, 


sary institution in the agricultural indus- 
try, at least under certain conditions 
and places, capable of rendering effective 
service in assisting competent, but land- 
less, men to become owners of farms. 

The problem then becomes one of 
making a leasing arrangement in accor- 
dance with economic principles. This 
is all the more imperative because of 
the fact that the highest percentage of 
tenancy is generally associated with the 
most productive land. Because certain 
land is highly productive, it attains a 
high value; and because of its high 
value, young men just beginning their 
productive careers are unable to pur- 
chase it outright; they must, therefore, 
purchase its annual use under some sort 
of leasing arrangement. 

Not only do young men just starting 
out in the farming business ordinarily 
find themselves unable to purchase high- 
priced land, but also they frequently 
possess insufficient funds properly to 
equip such a farm with the amount and 
quality of equipment, work animals, and 
productive live stock which should be 
associated with high-quality land. 

The most economical use of high- 
priced land requires that the quality and 
quantity of labor and capital applied to 
it must correspond to the quality of the 
land used. That is to say, when farm 
land is worth from $100 to $300 an acre 
or more, it is necessary to practice a 
type of farming in which there will be 
a sufficient amount and a proper balance 
of crop and live stock enterprises, so 
that there may be the most profitable 
employment of labor and equipment 
throughout the year. The income from 
the farm will in this way be made con- 
tinuous throughout the year and will be 
at a maximum, and the fertility of the 
soil will be maintained. 

Many owners, however, require that 
the tenant confine himself to crop pro- 
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duction, and in the South the further 
limitation of growing nothing but cotton 
is frequently imposed. The one-crop 
system is being perpetuated partly be- 
cause of the inertia of custom and partly 
because of the mutual distrust with 
which tenants and their landlords so 
frequently regard each other. The land- 
lord wishes to insure himself against the 
pilfering of which he suspects tenants as 
a class to be guilty; the tenant, on his 
fart, often prefers to raise nothing but 
cotton, as he is then free to move with- 
out serious incumbrance when he be- 
comes tired of the place he happens to 
occupy, and also he may enjoy a vaca- 
tion about six months in the year. Many 
tenants, however, are forced to the one- 
crop system against their will because 
of crop liens held by merchants, bankers, 
and landlords for advances of provi- 
sions or credit while growing the crop. 


Maintaining the Productivity and 
Value of the Farm 


The central aim of a leasing system 
should be to maintain a high productiv- 
ity upon the farm. This is especially 
desirable from the landlord’s stand- 
point, for with any investment it is more 
important to keep the principal intact 
than to obtain an immediate higher rate 
of return. In the long run, if the pro- 
ductivity is not maintained, the value of 
the land itself, which is dependent upon 
the income, must necessarily decline. 
The failure to recognize this basic prin- 
ciple is strikingly exemplified in the case 
of the black-land area of Texas. About 
20 counties are included in this district, 
and the soil is unusually fertile. Yet in 
Ellis County which lies in the very heart 
of this section and in which most of the 
land is capable of being cultivated, there 
has been a gradual downward trend in 
the yield of lint cotton per acre since 


1900, due to soil depletion, boll-weevil 
infestation, and toxic condition of the 
soil resulting from continuous growing 
of cotton. 

A statement released from the Texas 
Experiment Station under date of Feb- 
ruary 14, 1925,° throws a good deal of 
light upon the present status of farm 
organization in this area. The state- 
ment is as follows: 

“Records just completed of the 1924 
crops on the Texas Agricultural Experi- 
ment Station, at Temple, show that cot- 
ton grown in rotation for the past 13 
years produced this year more than 
twice as much as cotton grown contin- 
uously on the same land. When sum- 
marized, the yields for the past 11 years 
show that where cotton is grown on land 
in rotation with other crops, an annual 
increase in yield of 74% is obtained over 
cotton which is grown continuously on 
the land. In the first years of this ex- 
periment, the gain made by cotton grown 
in rotation with other crops was from 
40% to 50% greater than the yields 
made by cotton grown on the same land 
continuously. But as the experiment 
progressed, the benefits from rotating 
cotton with other crops were more and 
more evident, amounting to as much as 
132% in one of the latter years.” 

Dr. B. Youngblood, director of the 
Texas Experiment Station system, in 
commenting on these results, said: 

“This remarkable. showing for rota- 
tion is convincing evidence that cotton 
should not be grown on the same land 


year after year and that the best yields © 


of cotton are secured on the black lands 
by rotating cotton with other crops. 
“The black-land area is the chief 
cotton-producing area in this state. The 
black lands grow 43% of the cotton 
acreage of Texas and produce 43% of 


*Press Bulletin Release No. 178. 
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the Texas crop. It is realized, since 
cotton is the chief crop in the black 
lands, that rotation of cotton with other 
crops is more or less difficult for the 
black-land farmer to practice. At the 
same time, any black-land farmer can 
so arrange his crops on his farm that 
his feed crops, and crops other than cot- 
ton, will shift on to cotton land each 
year. For example, supposing a farmer 
grows 80 acres of cotton and 20 acres 
of corn and feed, the cropping plan can 
be so arranged that every fifth year the 
land will be planted to corn and feed. 
While this systematic shifting of the 
feed crop each year will not allow as 
great benefits in the way of increased 
yields as those obtained on the Temple- 
Belton Station, it seems that, in the light 
of the gains made from rotation, such a 
plan would result in marked gains in the 
production of cotton.” 

The recommendations made by Dr. 
Youngblood in the above quotation 
relative to the growing of feed crops 
in rotation with cotton every fifth year 
seem extremely conservative, yet, if 
adopted, they probably would represent 
a marked advance over present practices. 

This land is priced at from $150 to 
$200 an acre and more in some cases. 
In areas west and south of the black- 
land belt, the yields of cotton are almost 
as great, but the price of land is only 
one-third to one-fifth as much. In view 
of the fact that the price of land must 
ultimately be sustained largely by its 
economic productivity, it seems clear 
that something must be done in the near 
future to bring out the latent powers of 
this land more effectively than can be 
done under the present practice of grow- 
ing cotton almost exclusively. 

At present there are in Texas 42 
counties in which the percentage of 
tenant-operated farms ranges from 60% 
to 73% of the total. The black-land belt 


and the land adjacent to it include the 
majority of these 42 counties. That 
there is need for greater diversification 
from the standpoint of increasing the 
productivity of the land is seen in the 
way the soil responded to diversified 
cropping at the Temple Station, as 
described above. The addition of ap- 
propriate live stock enterprises in con- 
junction with a proper cropping system 
would doubtless still further increase 
the returns. But the desire for immedi- 
ate returns to meet the high cost of liv- 
ing restrains the landlord from develop- 
ing the proper kind of farm organiza- 
tion. The increasing overhead expense 
and the mounting tax burden conspire 
to the same end. 

Far-seeing landlords, however, are 
beginning to see the “handwriting on 
the wall.” They recognize that on the 
basis of present capitalization their land 
is bringing them a very low rate of re- 
turn, and that they cannot hope to have 
this income supplemented indefinitely 
through a rise in land value—a condi- 
tion which has gone far to reconcile the 
owner of black land with his rental in- 
come in the past. Should a further re- 
cession in the price of cotton occur, 
which seems likely, there must come 
either a marked reduction in the price 
of this land or a greatly improved sys- 
tem of farm organization. 

The black-land area of Texas offers 
a striking illustration of a system of 
leasing which was adopted when the 
transition was made from the extensive 
live stock industry to the more inten- 
sive cotton production. In the early 
eighties this represented a big step for- 
ward. The size of farms was reduced 
and the productivity of the land greatly 
increased. In the north the first transi- 
tion was from grazing to grain produc- 
tion, and in recent years gradual prog- 
ress has been made in the direction of 
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real husbandry, which embraces crops 
and live stock in more nearly the right 
proportions. In both the black lands 
of Texas and in the fertile areas of 
northwestern Iowa and the adjacent 
territory, where the percentage of ten- 
ancy is extremely high, the landlords 
are confronted with the alternative of 
either developing a more scientific leas- 
ing system, or of suffering a serious loss 
due to the decline in the value of their 
land. 

The University of Illinois recently 
held its Third Annual Conference of 
Landowners’ and Managers. It is 
worthy of note that this group, many of 
whom were dealing with 40 or 50 
tenants, gave little attention in the con- 
ference to the economic relations of 
tenants and landlords. However, the 
whole question of more profitable sys- 
tems of farming, including the place 
of live stock and the question of soil 
fertility, attracted much attention. Pro- 
fessor H. C. M. Case, of the University 
of Illinois, regards this as highly signifi- 
cant. He considers that it is only logical 
that landowners on the best iand in 
Illinois have given little attention in the 
past to the organization of the farms, 


_ because the natural fertility of the soil 


was such that practically maximum 
yields could be secured with little at- 
tention to the maintenance of the soil. 

However, the turning point has been 
reached in this respect. There is now 
definite need of improving the produc- 
tivity of the land through liming, use of 
fertilizers, or the keeping of live stock. 
While it is true that dissatisfactions in 


tenant farming arise from an unfair 


division of the returns between the two 
parties, or to a system of farming that 
does not permit maximum returns, it is 
evident that these men consider the lat- 
ter question to be the more important. 
The main question in the minds of many 


of the managers of the larger estates 
in Illinois is how they may develop a 
system of farming with the tenant which 
will maintain or improve the fertility of 
the land and add to the income from the 
farm. It is significant that in this group 
of men were included representatives 
of several of the largest estates in 
Illinois. This problem of the land- 
owners, stated above, is prominent in 
the minds of those responsible for the 
operation of many of the large estates 
in Illinois, including the Scully, Sibley, 
Warner, Fairbanks, and other estates 
of like size. 


A Fair Rent 


Maintaining the productivity of the 
land is, after all, not merely a private 
affair between landlord and tenant; it 
is a problem that has public aspects as 
well. The supply of good agricultural 
land is almost exhausted; more and 
more we are drawing upon marginal 
land for the new farms. If an increas- 
ing population is to be fed and clothed, 
the acres now in cultivation must be 
made more productive, not less fruitful. 
In other words, it is of deep public in- 
terest that landlord-tenant relationships 
should be such that the fertility of the 
land is maintained. Society cannot well 
afford to tolerate a breakdown of the 
present system of tenure on this point. 

However, the experience of the world 
shows that good agriculture is possible 
with most of the land in the hands of 
tenants. The first step in this direction 
is to inculcate in the public, landlords, 
and tenants a realization of the situation 
and a desire to fulfil their mutual obli- 
gations. The second step is to develop 
a leasing system which will be fair to 
both parties to the contract and which 
will also bring about good agricultural 
practice. A fair lease has been de- 
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scribed as one in which each party 
contributes to the expenses in the same 
proportion that he shares in the pro- 
ceeds. This rule may be applied to any 
particular farm by listing the items 
furnished by each party and setting 
down a cash estimate as to the value of 
each item. 

The old method of entering into a 
contract on the basis of the “going” or 
customary rent is almost certain to be 
unfair to one party or the other. No 
two farms are exactly alike, and perhaps 
no two tenants would secure the same 
results in operating the same farm. 
Each farm lease should be considered 
as an entity in itself, and due considera- 
tion should be given to the individuality 
of the tenant and the landlord as well 
as to the peculiarities of the particular 
farm. Landlord and tenant relations 
will be most satisfactory, and tenant 
farming most profitable, when a proper 
adjustment is secured with reference to 
the three important elements in the 
leasing arrangement, namely, the tenant, 
the landlord, and the farm. 

The lease should be adjusted to the 
age, farming experience, capital, and 
business ability of the tenant. This 
implies that with the passage of time 
new adjustments in the terms of the 
lease must be made with the same 
tenant as he becomes more mature, 
and acquires more capital, experience, 
and managerial ability. The competent 
landlord is the one who will bring out 
the best that is in the tenant. As a 
matter of fact, he is the one who, in the 
first instance, exercises care and pru- 
dence in the selection of his tenant, and 
year by year makes such adjustments 
in the rental arrangements and the 
farm organization as to draw out the 
latent powers of his tenant; and he will, 
in due time, advise him in the selection 
and purchase of a farm of his own. 


Mutual trust between landlord and 
tenant and respect for each other’s 
rights are essential prerequisites in any 
successful leasing arrangement. Only 
in this way can a long-time program in 
farm organization be carried out, and 
a fair rent be realized. Wherever this 
relationship prevails, there is seldom 
any serious question about the fairness 
of the rent. 

There are forces, however, such as 
the rapid industrialization of the South 
and West, which are making for in- 
stability of tenancy. Again, the very 
concept of an “agricultural ladder” 
implies easy access from one “rung” to 
the next, and this frequently involves 
shifting, since advancement often means 
moving from a smaller to a larger farm. 
To the extent, therefore, that shifting 
of tenants and insecurity of tenure com- 
plicate the leasing problem, there is 
little occasion for optimism that these 
difficulties will soon be removed. 


Obstacles in the Way of a Better 
Leasing System 


England is frequently cited as a model 
which should be followed in working 
out a better leasing system for this 
country. But the possibilities along this 
line are distinctly limited, for the con- 
ditions in the two countries are radically 
different. Both physical and psychic - 
factors contribute to bring about the 
differences. On the one hand, England 
is noted for the stability of her tenants 
and the security of their tenure; on the 
other hand, a shifting tenancy and an 
insecure tenure are the characteristics 
of our tenancy system. In England, a 
tenant family frequently remains on an 
estate for many generations. In the 
United States, it is estimated that 27% 
of the tenant farms and 6% of the farms 
operated by owners changed occupants 
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in 1922.° One of the primary causes 
of shifting in the past has been the 
presence of an abundance of cheap, 
virgin land farther west. The im- 
portance of this factor, however, will 
be relatively small in the future. An- 
other factor making for insecurity of 
tenure is the facility with which landed 
property may be bought and sold. But 
opportunities for speculative gains will 
probably become less and less as the 
prospective increases in income from 
land become more and more universally 
discounted in advance. 


The Function of the Landlord 


It should be pointed out, in conclusion, 
that the responsibility for putting into 
practice a leasing system which will 
promote conservation of the soil 
through better farm organization, rests 
upon the landlord. He holds title to 
a resource upon which the public is 
vitally dependent. It happens, through 
the normal action of economic laws, 
that the welfare of society is more 
vitally concerned with the agricultural 
land upon which the bulk of the leasing 
arrangements exist than upon an equal 
area of other agricultural land, because 
the lands which are characterized by a 
high percentage of tenancy are generally 
the most productive. The landlord 
must justify his right to this important 
trust. | 

On account of the pioneer traditions 
respecting landed property and the 
exploitation of the soil, landlords, in 
the main, have not been conscious of 
their responsibility. The landlord has 


"1923 Yearbook, United States Department of 
Agriculture, p. 589. 


an important function to perform. He 
should find the proper person to operate 
his farm and, having found him, should 
create a condition that will make it mu- 
tually desirable to continue the joint 
enterprise over a number of years. This 
is not an easy matter. The unwilling- 
ness of landlords to pay the necessary 
price of finding a suitable tenant and of 
working out a satisfactory agreement 
has been mainly instrumental in bringing 
about the present almost universal in- 
efficiency in our leasing arrangements. 
In the solution of this problem the land- 
lord has a right to expect assistance 
from the agricultural colleges. One of 
the important functions of these colleges 
is to train men who are capable of 
undertaking active management of 
landed estates. Many well-qualified 
men are now available, and others 
would prepare themselves for the work 
if the opportunities promised to be as 
good as alternative opportunities in 
other fields. 

The improvement of these opportuni- 
ties waits upon a recognition of the 
need for applying economic principles 
to landlord-tenant relationships. In the 
words of H. Stanley Jevons:’ “The first 
step in a satisfactory leasing arrange- 
ment is an efficient tenant and a landlord 
of vision. Landlords must learn im- 
proved agricultural methods and then 
arrange for their tenants to learn them. 
It is also the duty of the landlords to 
dismiss bad cultivators, giving com- 
pensation for any unexhausted improve- 
ments made by them, and to select and 
encourage those who are the best hus- 
bandmen.” 


"The Economics of Tenancy Law and Estate 
Management; Bulletin Number 17, University of 
Allahabad, India, 1921, p. 25. 
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N common with many other coun- 
tries, the United States experienced 
a housing shortage of such magni- 
tude that it upset the normal policies and 
practices of dealing with similar situa- 
tions. Our normal attitude toward the 
minor dislocations of economic activity 
that continually recur has been to give 
free play to private enterprise in rees- 
tablishing the balance. But, as in so 
many countries during and following 
the war, the major dislocation in the 
housing industry called forth varying 
degrees of public interference with pri- 
vate enterprise. Inevitably this depar- 
ture from normal policy has brought 
consequences, economic, legal and social, 
that may or may not prove desirable. 
Hence, an examination of American ex- 
perience may be helpful in determining 
what our future attitude toward hous- 
ing problems should be. Specifically, a 
study of the theory and practices of rent 
control throws light upon the process of 
transforming a private enterprise into a 
public utility and upon the best methods 
of shaping this process to public advan- 
tage. 

The general economic situation out of 
which the housing shortage came had a 
great deal to do with the subsequent 
course of events. It is not without sig- 
nificance that the housing shortage was 
the product of war conditions. Ameri- 
ca’s entrance into the war changed radi- 
cally not only the channels of productive 
effort, but also the popular attitude to- 
ward public control of private enter- 
prise. In the first instance, labor and 
materials were diverted from the less 
essential peace-time activities to ‘‘war 


THE PUBLIC CONTROL OF HOUSE RENTS 


By MARCUS WHITMAN 


industries.” This did not mean a com- 
plete cessation of building, but the build- 
ing was of a different character, suitable 
for war needs. Among other types of 
building, residential construction suf- 
fered. In addition, the concentration of 
labor in centers of war industries cre- 
ated an unprecedented demand for 
housing space. The net results of these 
readjustments were an acute housing 
shortage in certain localities and a rapid 
rise in rents. It is not surprising, there- 
fore, that these conditions of scarcity 
produced some strained relations be- 
tween landlords and tenants. 

The need of remedying this situation 
became immediately apparent. What 
was the best means of protecting neces- 
sitous tenants? On every side, in this 
country as in others, public authority 
was invoked to alleviate the bad effects 
of the temporary breakdown of private 
enterprise. So it was in the housing 
situation. 

The problems raised in seeking to de- 
cide just what degree of public authority 
should be exercised were of three gen- 
eral types—legal, economic, and social. 

From the legal point of view, is hous- 
ing a field of enterprise affected with 
sufficient public interest to justify tem- 
porary or permanent regulation of ren- 
tals and rates of return upon the invest- 
ment? In other words, is housing a 
public utility? Growing out of this 
question is the problem of determining 
the fair value of the property invest- 
ment on which rates of return are to be 
fixed. This whole question of what is 
a fair rent has economic as well as legal 
significance. If rents are controlled by 
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public authority, will there be sufficient 
inducement to new building? Obvi- 
ously, the only permanent relief of a 
housing shortage comes from the new 
capital attracted to real estate invest- 
ments by the prospect of favorable re- 
turns. A lowering of these returns by 
public control may discourage new capi- 
tal and delay the reestablishment of a 
normal balance between supply and de- 
mand. From the standpoint of society, 
rent control may imply either a perma- 
nent or a temporary breakdown of com- 
petitive enterprise. As urbanization 
increases, will it be necessary to adopt 
a permanent policy of public control or 
public subsidy of housing? Here we 
find the broad question of the proper 
spheres of private and public initiative 
—a question which embraces all other 
problems and goes to the roots of our 
economic system as it is illustrated in 
the housing industry. 


I. Types of Rent Control 


Rent regulation may be classified ac- 
cording to the source of authority, as 
national, state, or municipal, and ac- 
cording to the form of administration, 
whether by statute or administrative 
commission. | 

Congress took action in three in- 
stances. The Soldiers’ and Sailors’ 
Civil Relief Act of 1918 was practically 
a war measure and merely prevented 
evictions or distress in the case of prem- 
ises occupied at a rent of not more than 
$50 a month by the dependents of sol- 
diers, except where permission had been 
granted by a court in an action at law.’ 
The Saulsbury Resolution of May 31, 
1918, was also a federal measure. It 


was repealed by the Ball Rent Law, 


which applied to the District of Colum- 
bia and was the last of the three federal 
rent-control measures which were actu- 


ally passed and enforced with some ef- 
fectiveness. 

The activity of states in rent control 
has far exceeded that of the Federal 
Government. It may be classified as 
(1) specific war-control measures, and 
(2) general legislation passed to take 
care of the later war period and the 
post-war situation. Specific war legisla- 
tion was confined to but a few states, 
namely, Maine, Connecticut, Massa- 
chusetts, New Jersey, Nevada, and 
Virginia.?, The Maine law of 1917 pro- 
tected tenants in the service from actions 
at law until after discharge from the 
service. The Connecticut emergency 
legislation of 1917 provided for the es- 
tablishment of Commissions of three 
representative citizens each, in Bridge- 
port, Derby, Groton, Hartford, New 
Haven, New London, Seymour, and 
Waterbury. These commissions were to 
aid in settling rent disputes. The Massa- 
chusetts act of 1917 was similar to that 
of Maine. It gave the Governor power 
through the executive manager of the 
Public Safety Commission to requisition 
buildings under certain conditions for 
public use. The possession of this 
power by the government proved help- 
ful in inducing landlords to abate un- 
reasonable demands. In New Jersey 
and also in Connecticut, courts having 
jurisdiction over eviction cases were re- 
quested to suspend judgment whenever 
the public safety and welfare was 
threatened as a result of exorbitant de- 
mands on the part of landlords. Nevada 
modified its law relating to notice in 
month-to-month tenancies, 15 days’ no- 
tice being required. The Virginia Law 
of 1918 postponed final judgments in 
legal proceedings during the period of 

4Schaub, E. I., “The Regulation of Rentals 
during the War Period,” in Journal of Political 
Economy, January, 1920, pp. 19, 24. 

Schaub, of. cit., pp. 12-16. 
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military service, when one of the parties 
was in the service. 

On the whole, the war legislation con- 
cerning rentals and housing was reason- 
able. It was more conservative than 
that of France, which not only forbade 
legal proceedings involving men with the 
colors, but also provided, in certain 
cases, for exemption from the payment 
of rent and for the cancelation or exten- 
sion of leases. Great Britain and New 
Zealand were also more radical, for 
their legislation greatly restricted rental 
increases and evictions. Legislation in 
New South Wales also went further 
than that in this country during the war; 
fair rent courts were established and 
definitely instructed with reference to 
the net returns which might be allowed 
to landlords. 

The most important and effective 
state rent-control activity came shortly 
after the end of the war. At this time 
the cumulative effect of war-time de- 
rangements of building activity was at 
its height, and the housing situation was 
particularly serious. Post-war rent con- 
trol was of great importance in New 
England and in the Atlantic Coast 
states, because of the prominence of 
large cities in which the housing short- 
age was most marked. Chief among the 
states enacting emergency measures 
were New York, New Jersey, Massa- 
chusetts, Maine, Delaware, Illinois, 
Colorado, and Wisconsin.° 

Municipal activity was also an impor- 
tant part of the rent-control movement 
and was considerably more wide-spread 
than state activity. The type of con- 
trol represented by municipal action 
was not regulation laid down by statute 
or ordinance; it was based on the 


*Rasmussen, H., Regulation of Excessive Rental 
Charges in the States and Cities of the United 


strength of public opinion and upon a 
willingness to cooperate among the citi- 
zens. Municipal committees and asso- 
ciations of various descriptions were 
formed to probe the matter of alleged 
rent profiteering, and numerous schemes 
were worked out for the settlement of 
rent disputes. Among the cities in which 
local rent control assumed some impor- 
tance were Fresno, Los Angeles, New 
London, Jersey City, Atlanta, Chicago, 
Wichita, Baltimore, Newark, Buffalo, 
Cleveland, Dayton, Akron, Hamilton, 
Philadelphia, and Seattle. 

The scheme adopted by the city of 
New London, Connecticut, was unique 
and fairly successful. A committee of 
24 members representing employers, 
workers, lawyers, and real estate deal- 
ers was formed. This committee was 
divided into groups, called adjustment 
boards, which heard complaints, deter- 
mined fair rents, and asked the landlord 
to appear and show cause for his action 
when complainant’s contention appeared 
just. If any landlord refused to appear 
before this board, this fact was pub- 
lished. The success of the New London 
scheme led to the promotion of similar 
committees by the division of the Fed- 
eral Bureau of Industrial Housing and 
Transportation which had sponsored 
the New London plan.‘ 


Administration of Rent Control 


Passing from the classification of rent- 
control activity based upon the source 
of authority to that based upon the form 
of administration, two principal types of 
rent control may be mentioned. These 
types stand out most clearly in the con- 
trol activities of the states. 


States, Wisconsin Legislative Reference Library, 
Madison, 1920, p. 1. 
‘Rasmussen, of. cit., pp. 2-7. 
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Under the first method, control was 
sought through the legislative modifi- 
cation of the law of landlord and ten- 
ant, and these modifications served to 
guide the courts in settling landlord- 
tenant disputes as they arose. The stat- 


utes of Massachusetts and New York © 


are perhaps the best examples of rent 
control by a modification of the law of 
landlord and tenant. The rent-control 
laws of the various states enacting them 
are too voluminous and detailed for 
presentation here. A condensed sum- 
mary of the New York legislation, 
although it is considered more far-reach- 
ing than that of other states, will serve 
for illustrative purposes. In brief, the 
New York laws: 


1. Protected tenants against undue in- 
creases in rent and empowered the courts to 
determine the fair rent, and to enforce it; 

2. Prevented the dispossession of tenants 
while a disputed rent was being determined 
by the courts; 

3. Provided for a stay in summary dis- 
possession proceedings at the discretion of the 
court and allowed tenants to continue their 
occupancy in view of the housing shortage; 

4. Placed upon the landlord the burden 
of proving a just and reasonable rent in cases 
of increase, the tenants being allowed to de- 
fend themselves in a court action by pleading 
that the rent asked was unjust and op- 
pressive. 

The other major form of rent regula- 
tion was carried out through the crea- 
tion of rent-adjustment commissions. 
New York, New Jersey, Illinois, Massa- 
chusetts, Colorado, Delaware, Maine, 
Wisconsin, and the District of Colum- 
bia at one time or another made use of 
this latter method of coping with rental 
problems. Under legislation of the sec- 
ond type, many of the larger cities in 
the respective states erected their own 


*See Laws of New York, 143d Session, 1920, 
Vol. III, pp. 2477, 2478, 2480, 2483, 2485, 2488. 
*“Rent-Control Legislation in the United 


rent-adjustment commissions. Among 
such cities were Portland, Oregon, Bos- 
ton, Seattle, Milwaukee, Denver, Ak- 
ron, and Dayton. These adjustment 
commissions were all similar in organ- 
ization, power, and duties.° 

The Ball Rent Law of 1919 and the 
Wisconsin law of 1920 both established 
the commission type of rent control.’ 
The Ball law provided for the appoint- 
ment by the President of a commission 
of three men, who were given power to 
regulate rentals and service in dwellings, 
business property, and hotels. The com- 
mission was empowered to hold hear- 
ings, admit evidence bearing on the 
landlord-tenant disputes, and determine 
fair and reasonable rentals. Its deter- 
minations were to be final unless within 
10 days one of the parties to the com- 
plaint had appealed from its findings to 
the Court of Appeals of the District of 
Columbia. The law also provided that 
no tenant should be evicted so long as he 
paid rent fixed by the commission, unless 
the owner himself or a bona-fide pur- 
chaser from the owner wished to occupy 
the premises. The application of this 
measure was restricted to the District 
of Columbia, and its enactment was 
prompted by the necessity of affording 
some protection to the great number of 
public employees whose duties required 
them to reside within the District. The 
Ball Rent Law, however, was intended 
only as an emergency measure to soften 
the effects of a supposedly temporary 
but serious housing shortage, and ceased 
to be effective on May 25, 1925. 

A bill for a permanent rent commis- 
sion in the District of Columbia was 
favorably reported out of committee 
during the last session of Congress, but 


States,” National Municipal Review, 1923, Vol. 
XII, p. 559. 

"Statutes at Large, Washington, 1919, p. 298; 
Laws of Wisconsin, 1920, C. 16. 
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was lost in the “legislative jam” at the 
close of the session. It is interesting 
to note, however, that the Washington, 
D. C., Real Estate Board has volun- 
tarily established a committee to con- 
sider reported abuses on the part of 
landlords. Here is an attempt at volun- 
tary arbitration by the private industry 
most concerned; the progress of the at- 
tempt will be watched with interest. 

The Wisconsin act of 1920 was simi- 
lar in general principle to the Ball act. 
It was limited in its application, how- 
ever, to cities or counties having a 
population of 250,000 or more. This 
stipulation rendered the act applicable 
to Milwaukee County alone, and was 
the principal reason for later declaring 
the law unconstitutional. 


II. The Legal Aspects of Rent Control 


Rent control in this country formed a 
substantial addition, for the time being, 
to the movement for public regulation 
of certain aspects of economic life, a 
movement which has been constantly 
growing since the latter part of the nine- 
teenth century. It was inevitable, there- 
fore, that the legality of rent control 
would be challenged, and this was done 
in the cases of the New York and Dis- 
trict of Columbia laws. The housing 
situation in New York City and Wash- 
ington, D. C., was perhaps more acute 
than elsewhere, and the rent-control 
laws applying in these places were un- 
doubtedly as far-reaching as any of the 
new legislation enacted in this coun- 
try. The chief constitutional objections 
against these laws were as follows :* 


* Block v. Hirsh, 256 U. S. 135 (1921); Marcus 
Brown Holding Co., Inc., v. Feldman et al, 256 
U. S. 170 (1921). 


*Block v. Hirsh, 256 U. S. 135 (1921); Marcus 
Brown Co. v. Feldman, 256 U. S. 170 (1921); 


1. That the rent laws deprived the 
landlord of his property without due 
process of law in violation of the Fifth 
and Fourteenth Amendments to the 
Federal Constitution, because they al- 
lowed a tenant to retain occupancy after 
the expiration of his term or after hav- 
ing been given notice to quit, and de- 
nied the owner’s right to the possession 
of the premises except in certain cases. 

2. That the laws permitted tenants 
to remain in spite of their contracts to 
surrender possession at the end of their 
terms, and this feature impaired the ob- 
ligations of preexisting contracts in vio- 
lation of Article I, Section 10 of the 
Federal Constitution. 

3. That undue discrimination was 
exercised in classifying cities and build- 
ings for regulation in New York. 

4. That the New York law, making 
it a misdemeanor wilfully to withhold 
apartment services such as water, heat, 
and light, imposed involuntary servi- 
tude upon the owners in violation of the 
Thirteenth Amendment. 

These objections were all overruled 
by the United States Supreme Court in 
a number of leading cases.’ In these 
cases the court had to face the problem 
of defining the limits of the police 
power. By the weight of previous 
cases, it was established law that a pub- 
lic exigency will justify the legislature 
in restricting property rights in land to 
a certain extent without compensation.” 
The question before the court was 
whether or not the rent laws under re- 
view went too far in this direction. The 
court answered the question in the nega- 
tive. The opinion was that in view of 


Levy Leasing Co. v. Siegel, 258 U. S. 242 (1922). 


° Welch v. Swasey, 214 U. S. 91 (1909); Ply- 
mouth Coal Co. v. Pennsylvania, 232 U. S. 531 
(1914); St. Louis Poster Advertising Co. v. St. 
Louis, 249 U. S. 269 (1919); Perley v. North 
Carolina, 249 U. S. 510 (1919). 


| 
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the existing circumstances and of the 
serious housing shortage in New York 
and Washington, the business of renting 
buildings was clothed with a public in- 
terest so great as to justify regulation 
under the police power while the exi- 
gency existed. In other words, these de- 
cisions put housing in New York and 
Washington on a public utility basis for 
the time being. Housing was thus 
placed, to use the third classification 
laid down by Chief Justice Taft in 
W olf Packing Co. v. Kansas Industrial 
Court," among the businesses which, 
though not public at their inception, may 
be fairly said to have risen to be such 
and have become subject in consequence 
to some governmental regulation. They 
have come to hold such a peculiar rela- 
tion to the public that this is super- 
imposed upon them. In the language of 
the cases, “the owner, by devoting his 
business to the public use, in effect 
grants the public an interest in that use 
and subjects himself to public regulation 
to the extent of that interest, although 
the property continues to belong to its 
private owner and to be entitled to pro- 
tection accordingly.” 

Having established rent regulation as 
a proper exercise of the police power in 
controlling a business temporarily af- 
fected with a public interest, the remain- 
ing constitutional objections were easily 
disposed of. In Marcus Brown Co. v. 
Feldman it was decided that the laws un- 
der review did not impair the obligation 
of contracts, for contracts are made sub- 
ject to the exercise of the police power 
when such exercise of the police power 
has been held proper as was the case 
here. The objection that the New York 
laws were discriminatory was also over- 
thrown because the want of shelter was 


u 262 U. S. 522 (1923). 
State Ex Rel. Milwaukee Sales and Invest- 


very pressing and so confined to certain 
crowded centers that the classification 
was obviously justified. However, the 
Wisconsin Supreme Court took the op- 
posite point of view when it declared the 
Wisconsin law invalid. Chief Justice 
Siebecker felt that the classification lim. 
iting rent control to Milwaukee County 
was unreasonable “‘in that it is not based 
on characteristics legitimately distin- 
guishing the members of one class from 
those of others in respects germane to 
the public purpose and object of this leg- 
islation.” 

The objection, that the New York law 
violated the Thirteenth Amendment be- 
cause it required active services to be 
rendered to the tenants, was also over- 
ruled. The court held that the services 
in question constituted the universal and 
necessary accompaniments of modern 
apartment-house living, and thus they 
were analogous to, and just as much 
included in, the lease as were the ser- 
vices that in the old law of property 
might issue out of, or be attached to, the 
land. 


Is Housing a Public Utility? 


It must not be presumed, however, 
that the Supreme Court upheld rent con- 
trol as a permanent exercise of the 
police power. To use the words of Jus- 
tice Holmes in the Block case, “the 
regulation is put and justified only as a 
temporary measure. A limit in time to 
tide over a passing trouble well may 
justify a law that could not be upheld 
as a permanent change.” Throughout 
the cases the court distinctly emphasized 
the fact that the emergency character of 
the legislation was its main support. 
This fact should be recalled apropos of 


ment Co. v. Railroad Commission, 183 N. W. 687, 
at 690 (1921). 
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the recent movement in Washington to 
place rent control on a more permanent 
basis, relying not on the emergency argu- 
ment, but rather on the claim that hous- 
ing has become permanently affected 
with a public interest. This raises the 
question of whether or not the doctrine 
of the business affected with a public in- 
terest may not be carried too far. In 
that connection the words of Justice Mc- 
Kenna in the Block case are significant. 
He opposed sustaining rent-control leg- 
islation even on the emergency principle. 
“If one contract can be disregarded in 
the public interest,” he argued, “every 
contract can be. Does not the 
decision just delivered cause a dread of 
such result and take away assurance of 
security and value from contracts and 
their evidences? . . Under the de- 
cision just announced, if one provision 
of the Constitution may be subordinated 
to that power [police power], may not 
other provisions be? At any rate, the 
case commits the country to controver- 
sies, and their decision, whether for the 
supremacy of the Constitution or the 
supremacy of the power of the states, 
will depend upon the uncertainty of ju- 
dicial judgment.” 

How the Federal Supreme Court will 
react in case it has to pass upon legis- 
lation permanently establishing rent con- 
trol remains to be seen. The attitude of 
Justice Holmes in Chastleton Corp. v. 
Sinclair * seems to indicate a continued 
belief that such legislation can be sup- 
ported only as an emergency measure. 
His words on this matter, though dicta 
in the case, illustrate a definite point of 
view. ‘But even as to them” [the law- 
makers], he says, ‘‘a court is not at lib- 
erty to shut its eyes to an obvious 
mistake, when the validity of the law 
depends upon the truth of what is de- 


* 44 Sup. Ct. 405, at 406 (1924). 


clared. . . . A law depending upon 
the existence of an emergency or other 
certain state of facts to uphold it may 
cease to operate if the emergency ceases 
or the facts change.” 

The same general attitude of the Su- 
preme Court toward rent control may 
also be gathered from the opinion of 
Justice Holmes in Pennsylvania Coal 
Company v. Mahon." In this case he 
restated the old principle that if regula- 
tion goes too far, it will be recognized 
as a taking of property for which com- 
pensation must be paid. “A strong 
public desire to improve the public con- 
dition is not enough to warrant achiev- 
ing the desire by a shorter cut than the 
constitutional way of paying for the 
change.” The whole question is one of 
degree, the degree of authority to be 
exercised and of coercion to be cor- 
rected, and, consequently, cannot be 
settled by general propositions. And 
Justice Holmes probably sensed public 
opinion correctly when he said that the 
New York and District of Columbia 
laws went to the limit of the law as at 
present construed. 


III. What Is a Fair Rent? . 


Closely connected with the legality of 
rent control is the twofold economic 
question of what is a fair rent and how 
it is to be determined. A satisfactory 
answer in all cases proved to be one of 
the most difficult problems involved in 
the administration of rent-control laws, 
and the question is not yet thoroughly 
solved. Obviously, the determination 
of fair rents under the emergency leg- 
islation was somewhat analogous to the 
problem of rate-making for utilities un- 
der public control, a problem which has 
been considered in many aspects by the 


* 260 U. S. 393, at 415, 416 (1922). 
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courts during the last 30 years or more. 
The fair-rent problem presents many of 
the controversial complexities of the 
rate-emaking problem; so perfection is 
hardly to be expected in the short time 
that courts and commissions have been 
dealing with the problem. 

Before considering the practices of 
courts and commissions in determining 
fair rents, it will be helpful to discuss 
briefly the economic nature of housing 
under both normal and emergency con- 
ditions. Ordinarily the renting of homes 
differs very markedly from providing 
transportation or warehouse facilities 
open to public use. In normal situations 
there is no element of monopoly; there 
is no substantial evidence of a general 
concerted movement among prospective 
builders or among landlords to restrict 
building and boost rents. Private own- 
ers have not combined, and their hold- 
ings are too scattered, as a rule, to 
make monopoly possible in any form. 
The business of providing houses is not 
naturally monopolistic, as is, for exam- 
ple, the street-railway business. It has 
long been recognized that regulated 
monopoly is the proper form of eco- 
nomic organization for public utilities. 
This is the theory behind the indetermi- 
nate permit and the certificate of con- 
venience and necessity. It is based on 
the fact that competition among the 
businesses commonly called public utili- 
ties is economically and socially waste- 
ful. Competition among street-railways, 
for instance, makes duplication of facili- 
ties necessary, but it is quite apparent 
that the dangers of plant duplication do 
not exist in the housing field. 

From a legal point of view, it seems 
to have been demonstrated that formal 
rent regulation is primarily justifiable 
only when emergency conditions prevail. 
Most of the court decisions emphasized 
the acute shortage of housing facilities 


resulting from the shifting of popula. 
tion to the industrial centers and the 
cessation of building activity during the 
war. Moreover, the courts recognized 
that providing homes involved the 
health, safety, and happiness of so many 
people as to be, for the time being, 
highly affected with a public interest. 
As has been explained, this did not mean 
that the business of renting houses is 
generally monopolistic. It simply meant 
that at particular times and in certain 
places the demand for housing facilities 
increased so abnormally as to make it 
impossible for natural economic forces 
to increase the supply fast enough to 
balance the demand. In these instances 
normal competition is not effective 
enough to prevent the lag in supply 
which follows an abnormal demand, and 
a situation which resembles monopoly 
prevails. This temporary situation is 
not the result of the volition of men or 
the nature of the business, but is the 
outcome of extraordinary circumstances. 
Under the circumstances, housing be- 
comes a business affected with a public 
interest, for ‘“‘when the coercion resid- 
ing in private property makes itself felt 
as a monopolistic power, public interest 
arises in proportion as equality of op- 
portunity to choose is restricted.” *° 
Rent regulation finds its proper 
sphere, therefore, in a situation that 
may perhaps be best described as a tem- 
porary scarcity or quasi-monopoly. 
Hence, rent control should not be con- 


strued as a means of arbitrarily cutting - 


down rents at the whim of those in 
power. It is to be used to bring equal 
justice to all in so far as this may be 
possible. Control should aim chiefly at 
eliminating the worst effects of the lag 
in the supply of dwellings behind the 


* Glaeser, M. G., “The Meaning of Public Util- 
ity,” THe JournaL oF Lanp & Pustic UTILITY 
Economics, April, 1925, p. 186. 
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demand for them. From the economic 
point of view all that rent control ac- 
complishes is to check “sky-rocketing” 
of rents which enables some unscrupu- 
lous landlords to pocket an extra return 
simply by taking advantage of the 
peculiar relation of supply and demand 
in the emergency. 

Under normal conditions a fair re- 
turn is a price high enough to induce the 
landlord to continue operating his in- 
vestment unimpaired and, at the same 
time, to attract enough new capital to 
keep the supply of housing facilities bal- 
anced with the demand. This is tanta- 
mount to saying that a fair return is a 
normal competitive return for that type 
of investment. But under conditions of 
abnormal scarcity, scarcity tends to force 
the evonomic return to an impossibly 
high level for those with stationary in- 
comes. Hence, if the period of scarcity 
is prolonged and economic coercion is 
to be prevented, the fair return must be 
fixed between the normal competitive re- 
turn and the high scarcity return which 
would result from the free play of eco- 
nomic forces. Just what point below 
the scarcity return marks the level of 
fairness is a matter both of relative jus- 
ticc—a moral judgment—to landlord 
and tenant, and of economic judgment. 


From the moral point of view a fair 


return will prevent extortionate rents; 
from an economic point of view a fair 
return will not discourage the normal 
flow of new capital into building con- 
struction in order to correct the lag of 
supply behind demand. To determine 
a practical, usable method of finding this 
point was the task of courts and com- 
missions in rent cases. 


Determining the Base for a Fair Return 


In determining the fair rent of par- 


ticular premises, the first problem is, 
in the technical language of public util- 
ity valuation, the selection of a proper 
rate base. In the actual cases which 
have arisen, the value of the land has | 
not been determined separately. A scien- 


‘tific valuation should probably treat land 


and buildings separately because differ- 
ent factors have to be considered in de- 
termining the value of each. Since cost 
of production and reproduction are not 
standards applicable to land valuation, 
it follows that reasonable market value 
is probably the most practical standard. 
By this standard past sales of the same 
or of contiguous property are consid- 
ered together with the type of residen- 
tial use to which the land is being put. 
If land had been valued separately in 
the rent cases, the rule would probably 
have been to take the reasonable market 
value as determined by the evidence sub- 
mitted—in other words, a “normal” 
market value. 

The larger and more important prob- 
lem in arriving at the rate base lies in 
determining the method of building val- 
uation. Among the chief theories of 
building valuation are: 

1. The cost, or investment, theory; 

2. The cost-of-reproduction theory; 

3. The market-value, or purchase- 
price, theory. 

There seems to be a diversity of opin- 
ion as to which of these valuation stand- 
ards may best be used. The courts have 
not seen fit to accept the investment 
standard unless the buildings in question 
are comparatively new. In Karrick v. 
Cantrill** the court held that in view 
of the newness of the building, cost may 
be considered equivalent to market 
value, but that ordinarily such would 
not be the case. The United States Su- 
preme Court in this case seems to go 


277 Fed. 578, at 580 (1922). 
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on the theory that a fair rental depends 
on the market value of the property. 
Theoretically, cost of reproduction 
minus depreciation appears to be a 
fairly equitable standard for housing 
valuation, though it has been expressly 
subordinated to market value by the 
courts.*7 However, it is circular reason- 
ing to make actual or market value alone 
the basic standard, for that value dur- 
ing the housing shortage was brought 
about by the very same conditions which 
the rent laws were designed to counter- 
act. That this fact was apparently 
recognized by the courts to some extent 
is shown by their preference for evi- 
dence of market values existing before 
the abnormal period began. Cost of 
reproduction minus depreciation was ob- 
jected to on the ground that this value 
was influenced by the high price of build- 
ing materials during and after the war. 
But even so, values based upon the high 
cost of building materials could hardly 
exceed values based upon the possibility 
of obtaining rentals in a market where 
competition had virtually ceased. The 
cost-of-reproduction standard assumes 


that normal competitive conditions and 


prices prevail. If such conditions do 
prevail, a value based upon cost of re- 
production approximates a competitive 
price, and is appropriate in the case of 
buildings, which, even though they are 
proper subjects of public utility control 
at times, belong in the field of competi- 
tive production. 

Some authorities advocate the use of 
assessed value as a standard. But this 
method also has its shortcomings, in 
view of the fact that assessed and actual 
values are not always the same, even 


" F. H. Smith Co. v. Verzi, 290 Fed. 338 (1923); 
Hall Realty Co. v. Moos, 192 N. Y. S. 530, at 535 
(1922). 

* 169 U. S. 466 (1898). 


when the added scarcity value brought 
about by the emergency is deducted 
from actual value. 

In actual practice the courts, chon 
favoring the market-value standard of 

valuation, did not blindly follow it. 
They realized that they were being 
called upon to act in an emergency, and, 
consequently, they aimed to do justice in 
each particular case surrounded by its 
own peculiar circumstances. The gen- 
eral purpose in valuation seems to have 
been to approximate normal competi- 
tive conditions, and this they sought to 
accomplish through the guidance of a 
valuation rule similar in some respects 
to that laid down for public utilities in 
Smyth v. Ames.** Thus, in ascertain- 
ing the fair market value, the courts ad- 
mitted evidence bearing upon the fol- 
lowing factors: 


1. Investment 
(a) Original cost and additions 
(6) Purchase price 
Cost of reproduction 
Fee and rental value 
Assessed value 
Bona-fide sales value of similar prop- 
erty in the vicinity 
Design and facilities of building 
’ Location with respect to purpose for 
which it -was used 


"3H 


To sum up, the general valuation rule 
of the courts appears to have been the 
minimum market value of the premises 
that could be reasoned from the evidence 
submitted. It can hardly be said that 
the courts, taken as a whole, have erred 
seriously in the matter of valuation. 
They have recognized the emergency 
character of regulation. Their opinions 
imply recognition of the fact that the 
housing shortage can best be relieved 


These criteria of value are gathered from 
the opinions of courts in several cases: Karrick v. 
Cantrill, op. cit.; Forster vy. Eliot, 282 Fed. 735; 
Hirsch v. Weiner, 190 N. Y. S. 111 (1921); Hall 
Realty Co. v. Moos, 192 N. Y. S. 530 (1922). 
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hy private initiative and capital com- 
peting in the housing field. Conse- 
quently, acceptance by the courts of a 
valuation which represents fair market 
value before the inflation resulting from 
abnormal scarcity had occurred, indi- 
cates their aim to insure a competitive 
return to a normally competitive busi- 
ness where the competitors, through the 
force of circumstances, have acquired 
temporarily the price-exacting powers 
of monopolists. 


The Rate of Return on Housing 
Investments 


Determining the rate of return to be 
allowed upon the “‘fair value”’ is the next 
problem in determining fair rent under 
the emergency legislation. It seems 
clear that the rate of return should be 
high enough to afford the owner the 
current rate of interest upon the fair 
value of his building. It should also 
allow compensation for additional risks 
taken and entrepreneurial effort ex- 
pended. The attitude of the courts in 
general in recent cases seems to be based 
upon this theory. 

In fixing the fair legal rate of return, 
it was held proper to take notice of the 
general rate of interest on undoubted 
securities. *° The rate in each case was 
determined with respect to the circum- 
stances which surrounded the particular 
case. “It would necessarily vary with 
the market fluctuations of the rates of 
interest or return on other classes of 
investment.” 22 “The investor in real 
estate, if building of houses is to be en- 
couraged, should at least get as much 
income from real property, with all its 


” Olin J. Stephens, Inc., v. Am. Real Estate Co., 
279 Fed. 435, at 437 (1921). 

™ Hall Realty Co. v. Moos, op. cit., at 537. 

” Hirsch v. Weiner, op. cit., at 116. 


attendant trouble, as the investor in 
mortgages on realty and franchises.” 
In Hirsch v. Weiner it appeared that at 
the time of the determination (August, 
1921) first mortgage coupon bonds were 
yielding from 8% to 812% in New York 
City. Consequently, the court was of 
the opinion that rent was not unreason- 
able if it yielded a net return not in ex- 
cess of 10%. The court carefully pointed 
out, however, that “such a percentage 
might be excessive, if the evidence 
showed a different situation regarding 
other investments.” In two later New 
York cases where the rate of interest 
upon undoubted securities was used as 
a guide, it was held that under the then 
present circumstances 8% was a fair 
rate of net return. * 

In Karrick v. Cantrill, * a Washing- 
ton case, it was held that in view of 
business hazards and the value of money 
at the time (February, 1922), the net 
rate of return might drop as low as 6% 
before the line of confiscation was 
reached. Court authority stops if rates 
are legally reasonable, that is, above 
the line of confiscation. But rates which 
are reasonable at law may not be reason- 
able from the economic point of view. 
The economic reasonableness of rates 
of return involves a question of policy, 
to be solved by the courts where they 
have exclusive rate-fixing power, and by 
commissions or other administrative 
bodies where courts have merely power 
of judicial review. This problem was 
appreciated by the court in Kennedy 
Bros. v. Sinclair, ** a Washington case. 
“Tf that was the purpose of the com- 
mission [to cut income as close as pos- 
sible to the line of confiscation] we do 


* Olin J. Stephens, Inc., v. Am. Real Estate Co., 
op. cit., at 440; Hall Realty Co. v. Moos, op. cit., 
at 537. 

* OP. cit., at 582. 

* 287 Fed. 972, at 977 (1923). 
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not hesitate to say that should the very 
great power vested in that tribunal con- 
tinue to be exercised in such a way as to 
reduce the income from buildings to a 
point that barely avoids confiscation, in- 
vestment in that class of property will 
inevitably cease to be desirable and the 
second condition of tenants will become 
more burdensome than the first. 

“Price-fixing and rate regulation of 
purely private enterprises necessarily in- 
terfere with the law of supply and de- 
mand, and, even when most carefully, 
prudently, and justly done, generally re- 
sult in economic complications and social 
disorders worse than the evil sought to 
be remedied. That result must always 
follow if the arbitrament of prices or 
rates breeds distrust, discourages capi- 
tal, or diverts it to less beneficial al- 
though safer investments.” 

In practice, the difference between a 
merely legal and economic rate of re- 
turn upon dwelling property was often 
lost sight of by the rent-fixing bodies. 
It was sometimes forgotten that rent 
control was not to be so used as to dis- 
courage the real solution of the housing 
problem, which is the entrance of new 
private capital into the field. The pos- 
sibility of such a mistake by rent-fixing 
bodies was not important in New York, 
where the rent laws applied only to 
premises then in use for dwelling pur- 
poses, and not to buildings of whatso- 
ever character which were under con- 
struction on September 27, 1920, or 
were commenced thereaft.-. In Wash- 
ington, however, control applied to new 
buildings as well as old. It is significant 
to note in this connection that in the last 
six years there have been very few 
houses or low-priced apartments built 
for rent in Washington. Whether rent 
regulation was or was not responsible 
for this situation, it must be remem- 
bered that such control, to be justifiable, 
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must not only curb monopolistic exploi- 
tation,-but must at the same time ap- 
proximate competitive conditions in its 
allowance of rates of return and thus 
avoid discouraging reentrance of private 
capital into housing enterprises. 


Allowable Operating Expenses 


After the determination of fair net 
rental comes the question of what 
charges may properly be allowed as op- 
erating expenses and thus be a part of 
the gross rentals which tenants have to 
pay. In general, allowable operating 
expenses include: * 


1. Payments for taxes, water rates, insur- 
ance, and janitor service; 


2. Necessary legal expenses incurred by 


landlord incidental to maintaining his right 
to possession ; 

3. Necessary payments actually made for 
collecting rents; 

4. Payments for necessary supplies inci- 
dent to the use of the premises, such as coal, 
gas, and electricity ; 

5. Payment for necessary current repairs 
for the year; 

6. Allowance for loss of rent by reason of 
vacancies or tenant failing to pay; 

7. Allowance for annual depreciation, if 
established by proof. 


Although the above list lays down the 
general limits for the allowance of op- 
erating expenses, in practice questions 
have arisen as io whether a particular 
item of expense in a particular case 
could be classified under any of the gen- 
eral groupings and to what extent. Thus 
in Hall Realty Co. v. Moos," it was 
held that federal and state income taxes, 
since they are taxes upon profits as such 
and not upon land and buildings in the 
sense of property taxes, were not oper- 
ating expenses that should be paid by 
the tenant in rentals. In the same case 


* Hirsch v. Weiner, op. cit., at 116. 
* Op. cit., at 536. 
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the court disallowed, as operating ex- 
penditures, salaries paid officers of the 
landlord corporation. It did not appear 
that the salaries represented payments 
actually made for collecting rents; so 
the holding upon this point is not incon- 
sistent with the rule in Hirsch v. Weiner. 

The allowances for current repairs 
also have complexities. In Hirsch v. 
W einer, ** it appeared that a new boiler, 
awnings, window shades, and new 
plumbing had been installed in the apart- 
ment building in question. A new floor 
on the roof had also been laid, and new 
electric wiring had been installed. The 
court held all these items properly al- 
lowable as current repairs, although it 
was contended at the time that the items 
for boiler, shades, and plumbing were 
properly distributable against the earn- 
ings over a period of years, and that 
the items for the new floor and the 
electric wiring should be charged 
against the depreciation reserve and 
capital account, respectively. It seems 


quite clear that repairs which are in 
their nature recurring are properly al- 


lowable. But, on the other hand, it 
seems equally clear that the financial bur- 
den of repairs of a more or less perma- 
nent character—replacement and new 
installations—should not be entirely 
borne by the individuals who happen to 
be paying rent during a particular year. 
One group of tenants can hardly with 
justice be expected to pay for improve- 
ments which will be enjoyed by their 
successors if they vacate the premises 
shortly after the improvements have 
been made. Furthermore, the position 
of the court seems inconsistent, for 
while allowing the items for these more 
permanent replacements as current re- 
pair expenses, at the same time it permit- 


* Op. cit., at 116. 
” Kennedy Bros. v. Sinclair, op. cit., at 973. 
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ted the building owner to accumulate a 
depreciation reserve out of current in- 
come. 

In the matter of allowance for loss of 
rent by vacancy or failure of tenant to 
pay, the opinion was that no deductions 
should be made by a court unless evi- 
dence of proof is offered. ** The same 
rule as to necessity of proof also applies 
in the case of deductions for services 
rendered by agents. 

With respect to depreciation, the 
court, in Hirsch v. Weiner, allowed an 
annual charge of 2% upon the value of 
the building. However, in another 
case * the court recognized that no fixed 
percentage for depreciation can prop- 
erly be made applicable in every case. 
The allowable rate is a matter to be 
determined in each case and must de- 
pend upon proved facts and circum- 
stances. 

A number of other matters affecting 
rental values were considered in the de- 
termination of fair rents. In practice 
the rule of the courts was that premises 
be considered unencumbered in ascer- 
taining the fair rental value." This 
practice is not as objectionable as it 
seems. It is true that the landlord re- 
ceives the differential between the rate 
of interest he pays and the rate of re- 
turn he is allowed. This differential is 
a profit that he makes from trading on 
his equity, but nevertheless it is, in large 
measure, merely compensatory for ad- 
ditional risk-taking and entrepreneurial 
activity in connection with the borrowed 
money. The logic of the situation is 
made clear by an extreme illustration. 
Assume that a building is constructed 
entirely with borrowed capital and is 
mortgaged to the extent of the amount 
borrowed. If the principle of allowing 

” Hall Realty Co. v. Moos, op. cit., at 536. 


™ Hirsch v. Weiner, op. cit., at 114; Hall Realty 
Co. v. Moos, op. cit., at 537. 
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a net return only upon the owner’s 
equity were followed, the owner would 
receive no net return whatever in this 
case. Rent would just cover operating 
expenses. Such a system might seem 
desirable to tenants, but it would not 
induce others to build houses. Further- 
more, if all premises were not consid- 
ered as though unencumbered, tenants 
of similar properties might find them- 
selves paying very different rents in case 
one property were unencumbered while 
another was heavily mortgaged. Also, 
the practice of considering premises un- 
encumbered makes it unnecessary to al- 
low interest as an operating expense 
and to determine broker’s charges and 
other costs in connection with procuring 
luans. 

Another question of some importance 
is that of properly apportioning the 
total rent charge among the several 
apartments when rent is being fixed for 
multi-family dwellings. The courts seem 
to be uniformly of the opinion that the 
landlord is entitled to a fair rent from 
each apartment based upon the propor- 
tion which the value of each apartment 
bears to the entire value of the prop- 
erty, regardless of what rent other ten- 
ants may be willing to pay. ** However, 
in practice, this rule of apportionment 
does not clear up a difficult problem 
based upon the human equation. Even 
though in a physical sense all apart- 
ments on a certain floor are of equal 
value; nevertheless some are corner 
apartments, some are in the rear, some 
are in the front. Tenants being as they 
are, the desirability of these apartments 
varies with their location. If these 
apartments were to be rented, free from 
control, their differences in desirability 
would normally register in the rents 


™ Karrick v. Cantrill, op. cit., at 581; Olin J. 
Stephens, Inc., v. Am. Real Estate Co., op. cit., 
at 436; Rust v. Tucker, 287 Fed. 1018. 


asked. Under regulation the same prin- 
ciple may properly be recognized even 
though the total rents of all apartments 
are restricted to a fair return on the 
value of the property as a whole. 

A problem also arises when the value 
of the building is out of proportion to 
the value of the land. Such cases often 
occur in a section which is in transition 
from a residential to a business district. 
Often during this “ripening”’ period old 
residences on the land are occupied by 
tenants. In such cases as these the rate 
of return allowable on the land may 
properly be reduced, for it is highly un- 
fair to grant the landlord the same 
return on his land separate from a build- 
ing of small value as would be granted 
the owner of a similar piece of land 
which was being economically utilized 
for a million-dollar building. 

Nowhere have the courts elaborated 
a complete, well-rounded theory of fair 
rent determination. They could hardly 
be expected to do so in the few years 
during which such cases frequently came 
before them. Only by a process of 
piecemeal construction from various 
opinions is it possible to approximate 
what appeared fair and reasonable to 
the courts. In general, the judicial atti- 
tude toward fair rents is very similar to 
the attitude toward rate-making for 
other public utilities; the courts strive 
to bring down scarcity rentals as close 
as possible to competitive rentals. From 
a strictly economic point of view this 
may not have been the best theory, if 
rent control were intended to stimulate 
new building. ‘But from an equitable 
point of view competitive standards 
were probably the fairest and most 
reasonable, in view of our economic 
traditions and institutions. However, 
this theory should frankly be based on 
the fact that rent control was a pallia- 
tive and not a fundamental remedy. 


li 
th 
af 
nc 

es 
co 
or 
qu 
la 
ho 
ea 
mi 
th 
re] 
Pr 
ve 
itic 
en 
po 
In 
Sp 
of 
| the 
nec 
tio: 
em 
bec 
| pat 
out 
ince 
wal 
bet 
ac 

the 

ing 
phy 

the 
kinc 
the } 
York 


THE CONTROL OF HOUSE RENTS 357 


IV. Rent Control and the Housing 
Shortage 


The social significance of rent control 
lies in its contribution to the solution of 
the housing problem. An_ objective 
appraisal of this public policy is difficult ; 
not only are important economic inter- 
ests arrayed against each other and the 
controversies sharp, but also the data 
on housing that are pertinent to the 
question of control are conspicuously 
lacking. A few general observations, 
however, may make a better perspective 
easier. 

In the first place, there has been much 
misunderstanding of the real nature of 
the housing shortage. According to a 
report prepared under the direction of 
Professor Lindsay, of Columbia Uni- 
versity, the increase of housing facil- 
ities in New York City was more than 
enough to take care of the increase in 
population between 1910 and 1920. * 
In Massachusetts also, according to the 
Special Commission on the Necessaries 
of Life, there was no actual shortage in 
the total number of houses physically 
necessary to shelter the whole popula- 
tion. ** Nevertheless, a real housing 
emergency came to exist in these places 
because of the fact that the supply of 
particular types of housing was thrown 
out of balance with respect to the cor- 
responding demand. The increased 
incomes which were characteristic of the 
war period precipitated a demand for 
better housing, whereas there had been 
a cessation of new construction during 
the war period. So, although the hous- 
ing shortage so much talked of was not 
physical, it was an economic shortage in 
the sense that the supply of the desired 
kinds of housing had become inade- 


“Lindsay, S. M., “Some Economic Aspects of 
the Recent Emergency Housing Legislation in New 
York,” 1924, p. 106. 


quate. Furthermore, a shortage devel- 
oped in the sense that the margin 
between the number of housing accom- 
modations needed and the number exist- 
ing dwindled perceptibly. Conditions are 
not normal for the operation of the law 
of supply and demand in the housing 
field until there are more good housing 
facilities than are actually required. 
Merely enough apartments to accommo- 
date tenants will not do. The supply 
offered on the market must be large 
enough to afford a choice; otherwise, 
the prospective tenant will find himself 
unduly restrained. Such was the situa- 
tion which led to the control movement. 

The facts with respect to the general 
building increase seem to indicate that 
the shortage of housing facilities is now 
being made up. Actually the question 
of whether or not the economic shortage 
is being overcome can be answered both 
affirmatively and negatively. The first 
point to be recognized is that housing 
as a whole cannot be put in one class 
when the question of making up the 
housing shortage is being discussed. 
Different problems arise in connection 
with the supplying of the various grades 
of housing, and different economic phe- 
nomena must be taken into considera- 
tion. Various types of housing may be 
built, all depending upon particular local 
conditions. The three-group classifica- 
tion made by the Massachusetts Special 
Commission may be used as an illustra- 
tion. ** The first group embraces high- 
priced property, where heat, hot water, 
and janitor service are furnished to 
tenants, and the rents are over $80 a 
month. In the second group is put 
property consisting mostly of unheated 
apartments in one, two, or more family 
houses, rents ranging from about $40 to 

“Report of the Special Commission on the 


Necessaries of Life, Boston, 1925, p. 35. 
* Op. cit., p. 41. 


) 
t 
(a 


358 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


$80 a month. The third group includes 
property renting for less than $40 a 
month. The increase in building activi- 
ties in Massachusetts, New York, and 
Washington, D. C., during the period of 
housing control since 1920 seems to 
have been confined to the upper grades 
of housing. In Massachusetts acute 
shortages of property renting for over 
$60 a month have been greatly re- 
lieved. * In New York City and Wash- 
ington, D. C., the dearth of the same 
types of housing is being rapidly made 
up. Tenants who can afford to pay rent 
that will yield a reasonable return upon 
the owner’s investment find that build- 
ings are forthcoming despite building 
costs which are practically double what 
they were before the war. Rent control 
has apparently neither cut off nor accel- 
erated the supply of these better types 
of housing. However, it is quite appar- 
ent that the emergency legislation did 
protect the tenant from some of the 
excessive charges during the period in 
which even the supply of the upper 
grades of housing was not normal. At 
present there is no serious problem con- 
nected with the supply of the better 
housing facilities. Those who seek 
these types of accommodation must 
simply realize that at present price 
levels houses represent a heavy invest- 
ment and consequently require a high 
rent. 


Shortage of Workingmen’s Houses 


But there is still a serious problem in 
connection with the type of housing in 
the third group of the Massachusetts 
classification, which can be rented for 
less than $40 a month. In many local- 
ities the kinds of homes which the aver- 
age American workingman needs are 


* Op. cit., Special Commission on Necessaries of 
Life, p. 38. 


not forthcoming in sufficient quantities. — 


There is still a real economic shortage 
of housing facilities which are within 
reach of the wage-earner’s income, not 
only in Massachusetts but in New York, 
Washington, and elsewhere in the large 
industrial-centers. 

The real causes of this shortage, how- 
ever, are frequently not fully realized. 
When the facts are examined, it can 
hardly be said that rent control is 
responsible for this shortage. The 
truth of the matter probably is that the 
rents which working people can afford 
to pay are not high enough to attract 
capital to workingmen’s houses as long 
as present building costs prevail. If 
this is the case, it is clear that rent con- 
trol would have no influence either way 
upon the situation. Under control, the 
owner is at the least allowed a fair 
return upon his investment, but such an 
allowance is meaningless when prospec- 
tive tenants can barely afford to pay 
enough rent even to meet it, to say 
nothing of paying higher rents. 

The crux of the matter apparently is 
that working people are demanding bet- 
ter housing standards but have not the 
incomes to pay for them at present price 
levels. The Department of Labor 
studies of wage rates of 894,343 
unionists in 66 cities revealed an average 
hourly rate of $1.03 in May, 1924. 
With the average number of hours 
worked per week at 45.9, the average 
week’s earnings were approximately 
$47. This figure represents the earn- 
ings of a fairly high class of worker. 
The average weekly earnings of factory 
employees in New York State were 
estimated at $28.30 in January, 1925, 
the highest figure since December, 1920. 
The corresponding weekly earnings in 
Illinois were $28.13 in February, 1925. 
In Massachusetts similar figures for 
December, 1924, covering 453 manu- 
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facturing establishments, were $28.57. 
If we assume 52 weeks’ work during the 
year (which eliminates layoffs, unem- 
ployment, and vacations) the average 
annual earnings, based on the above 
figures, would range from $1,462 to 
$2,444. How much of these annual 
incomes is or should be paid for shelter ? 
The National Industrial Conference 
Board family budget allows 17.7%; 
other budgets allow a greater percent- 
age. Allowing a reasonably conserva- 
tive 18%, the average worker, with 
employment throughout the year, would 
spend approximately from $22 to $37 
a month for rent. With the worker’s 
housing standards as they are, such 
rentals will hardly pay a normal return 
on an investment at present price levels. 

It is difficult to see how rent restric- 
tion can ever remedy a situation that is 
so fundamentally out of balance. Rent- 
control legislation in some individual 
cases may prevent undue hardship, yet 
in general such legislation is unneces- 
sary, for high rents cannot well be ex- 
acted when reasonable rents can hardly 
be paid. What is needed is a stimula- 
tion of new housing at low costs per 


room, and in the nature of the case the 


prevention of higher rents by legislation 
does not of itself furnish the necessary 
stimulus. 

If rent control is no remedy, what is 
the proper and permanent remedy for 
the housing shortage? It is outside the 
scope of this article to discuss this ques- 
tion, but, in order to place rent control 
in a better perspective, it will not be 
inappropriate to mention a few sugges- 
tions that have been made. These 
suggestions reveal by contrast the pre- 
ventive, rather than the remedial, nature 
of rent control. 


* “Demand for Small Houses Increasing,” Na- 
tional Real Estate Journal, January 26, 1925, p. 
38. 


The proposals that have been made 
for relieving the housing shortage fall 
generally into four classes: (1) Reduc- 
tion of building costs by eliminating 
some of the inefficiencies of the construc- 
tion industries; (2) reduction of mate- 
rial costs by scientific planning of land 
utilization; (3) change of the trends of 
urbanization and industrialization; (4) 
public assistance in the form of housing 
subsidies or governmental construction 
of housing. 

It has been suggested that overhead 
costs can be materially lessened by 
building houses through realty organ- 
izations which take care of legal, archi- 
tectural, and financial burdens in a 
scientific and economic way. *” No doubt 
there may be real economies in uniting 
under one management the functions of 
the lawyer, architect, and building 
financier, each one of whom when work- 
ing unattached is thinking mainly of his 
individual profits. Even with more 
efficient building and financial organ- 
izations the problem of high. direct 
construction costs remains. Looking 
toward the solution of this problem 
various suggestions have been made for 
improving the distribution and use of 
labor power, for the standardization of 
building materials and practices, and for 
the use of large-scale production meth- 
ods of building.®® 

One of the chief obstacles is high 
building material prices. Can more 
economical methods of using building 
materials be devised? Can cheaper but 
efficient substitutes be developed? Ex- 
perts are working out solutions along 
these lines, but from the long-time point 
of view more fundamental remedies 
must be sought in scientific policies of 
land utilization. For example, refores- 

*See Gries, J. M., “Housing in the United 


States,’ THe JouRNAL oF LANp & Pustic UTILITY 
Economics, January, 1925, p. 28. 
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tation *° and taxation policies, city and 
regional planning, a land inventory and 
classification, all have a bearing upon 
the problems in question. 

The concentration of population and 
industry in cities has also contributed 
to the difficulty of building low-cost 
homes. At present there is a decen- 
tralizing trend in some localities—a 
movement of population and industry to 
smaller communities, where the possi- 
bility of low-cost housing may be 
greater. 

Finally, we find proposals that public 


initiative supply the remedy, instead of 


private initiative. Such proposals some- 
times view the housing shortage as one 
aspect of the general problem of pov- 
erty. According to Professor Pigou, *° 
when economic conditions are such that 
despite the best efforts a particular 
group is unable to secure the necessities 
of decent living, the welfare of that 
group becomes the obligation of society 
as a whole. This means state subsidies 
of housing or state construction of hous- 
ing. England has been experimenting 
with state-assisted housing since 1919. 
At present state aid is being given under 
the Chamberlain Act of 1923 and the 
Wheatley Act of 1924, the latter statute 
continuing the policy until 1939. Some 
European communities may be cited as 
illustrations of public construction of 
houses. Both these policies are premised 
upon the breakdown of private enter- 
prise in housing. 

This brief mention of suggested re- 
medial policies is not exhaustive nor is it 
intended to show either approval or 
disapproval. It merely shows that the 
problem is a fundamental one in our 


*See Greeley, W. B., “Economic Aspects of 
Forestry,” THE JOURNAL OF LAND & Pustic UTILITY 
Economics, April, 1925. 

“Pigou, A. C., Essays in Applied Economics, 
London, 1923, p. 112. 
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economic system. Moreover, the true 
nature of rent control becomes more 
apparent. 


What Rent Control Accomplished 


Rent control, with its accompanying 
emergency legislation, was not intro- 
duced to solve the housing problem. It 
was introduced merely to stave off the 
bad effects of the breakdown of com- 
petition in the housing field which 
followed the cessation of building activ- 
ity and the soaring of price levels during 
the war. It aimed to restrain landlords 
from taking advantage of a situation 
of temporary quasi-monopoly in the 
housing field, resulting chiefly from 
economic disruptions caused by war- 
time conditions. 

On the whole, rent control accom- 
plished its real purpose. Within reason- 
able bounds it secured justice for all. It 
protected tenants from the possibility 
of unreasonable exploitation. It re- 
strained landlords from taking advan- 
tage of a situation for which they were 
not responsible but by which they could 
have profited greatly if unrestrained. 
But while performing this negative 
function of restriction and protection, 
rent control did not seriously impede 
the efforts of the housing industry to 
get back upon a normal, competitive 
basis. In fact, as appears in the section 
on fair rent, it aimed, when properly 
administered, to simulate competitive 
conditions, to allow a fair return upon 
the fair value of property. And, in fact, 
while and where the emergency legisla- 
tion was in force, the housing situation 
actually did improve. The supply of 
the better types of housing is steadily 
becoming more normal. 

On the other hand, the economic 
shortage of workingmen’s dwellings is 
not to be laid at the door of public 
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regulation. The responsibility for this 
shortage lies in the very nature of our 
economic system. The whole trouble 
lies in the economic maladjustment un- 
der which the income received by many 
workingmen is frequently insufficient 
to allow them to purchase the desired 
shelter in view of the cost of providing 
such shelter. This, then, being the real 
nature of the workingmen’s housing 
problem, it is clear that rent regulation 
as we know it in this country has no 
great influence one way or the other. 
It does not tend on the whole to restrict 
the supply of facilities, for when in 
force it allows a reasonable rental, and 
that is more than many workingmen can 
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pay. On the other hand, being princi- 
pally negative in operation it does not 
actively aid in supplying more housing 
facilities. 

After all, then, rent control served its 
purpose reasonably well. While being 
used, it was improved and developed 
into a serviceable protective structure 
which can and perhaps should be used 
again if the occasion demands. But 
now that conditions are approaching 
normality, men can more profitably turn 
their attention from the protecting 
structure of rent control to the actual 
field of workingmen’s housing which at 
present needs, not protection, but cul- 
tivation. 
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BOOK REVIEWS 


Raymond, William G. THE Pustic ANp Its 
Utiuities. New York: John Wiley and 
Sons, Incorporated. 1925. pp. xii, 346. 
$3.50 net. 


THE number of works aiming to 
give a general introduction to the 
field of public service enterprise has 
been increasing in recent years. The 
above-entitled volume presents the 
subject-matter under four headings: 

“1, What are the principles which 
should govern in establishing rates for 
service ? 

“9, What are the bases for, and the 
nature of, proper public control and 
regulation of privately owned public 
utilities ? 

“3. What constitutes a fair rate of 
return ? 

“4. How is the basis of this return, 
that is, the fair value of the property 
used in the service of the public, to be 
determined ?” 

In an introductory chapter the author 
first makes clear the distinction between 
ordinary private enterprises and those 
having a public utility character, the 
distinction being drawn upon legal prem- 
ises. In two short descriptive chap- 
ters the author next presents a picture 
of the creation of a public utility busi- 
ness, of the character of operations 
carried on by the more common types 
of local public utilities, and of the na- 
ture of the more common revenue and 
expense items. It is of interest in this 
connection to note that he uses the illus- 
tration of a publicly owned plant in 
order to bring home the necessity of 
certain forms of capital outlay that 
have been the subject of dispute in con- 
nection with private enterprises. 

The general subject of depreciation is 


next covered in a series of chapters, the 
treatment emphasizing the economic, 
engineering, and accounting aspects. 
One may question the wisdom of dis- 
cussing the related technical subjects 
that suggest themselves, such as the ex- 
planation of the fundamental concepts 
of accounting. Then follows a brief dis- 
cussion of sinking and emergency funds, 
and of taxation of utilities both publicly 
and privately owned. The remaining 
two-thirds of the work the author 
devotes to the heart of his subject: (1) 
the discussion of rate systems, illus- 
trated particularly in the fields of elec- 
tricity, water, and gas supply, (2) val- 
uation of public utilities, (3) the fair 
return upon the valuation. 

Between the discussion of rate-sys- 
tems and the general subject of valua- 
tion the author has inserted certain 
materials that seem to this reviewer to 
fall outside the logical order of the 
author’s own plan of presentation. We 
find here a discussion of the financing 
and organization of public utility com- 
panies, of franchises, control of capitali- 
zation, control of service. Then once 
more the author comes back to control 
of rates by public authority, with special 
emphasis upon sliding scales. In an 
appendix the book is equipped with the 
usual complement of amortization 
tables and illustrations of operating 
statistics. 

Upon the mooted question of valua- 
tion the author appears to incline to 
the prudent investment theory, although 
he presents and explains what is the 
current practice under the rule of 
Smyth v. Ames. 

Again we must say that although 
much useful information is presented in 
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this work, the subject-matter as a whole 
is not presented in a way to afford the 
student an organic theory of regulation. 
It may be that the time for such a treat- 
ment has not come, or that the ordinary 
college text does not provide sufficient 
scope—along with the other things it 
must do—for such an _ undertaking. 
Yet the need for such a treatment is 


most urgent. 
Martin G. GLAESER 


Morman, James B. FarM CREDITS IN THE 
Unitep STATES AND CaNnapDAa. New 
York: The Macmillan Company, 1924. 
pp. xv, 399. $3.50. 


TuIs is the second volume by the 
same author in the Rural Science Series 
edited by Dean L. H. Bailey. No men- 
tion is made in the later volume of the 
earlier one. Presumably it is intended 
that the later volume replaces the for- 
mer. Of necessity the two volumes, 
under similar titles, cover much the 
same ground. As a compendium of in- 
formation, the present volume is both 
accurate and useful. Part I deals with 
farm-mortgage credit; Part II with 
short-time and intermediate credit. Mr. 
Morman has analyzed with care and 
skill the Federal Farm Loan Act and 
its workings. The subject of amorti- 
zation is treated, not merely inciden- 
tally, in its relation to the welfare and 
work of the borrowers; it is given a 
whole chapter by itself. Likewise, the 
question of government aid for farm- 
mortgage credit is made the subject of 
a chapter. 

State systems of credit, some 13 in 
number, are taken up separately and 
given sufficient space to cover the salient 
features. In no other single volume is 
so much information to be had on the 
plans and operations of farm credit. 
The treatment which this book gives to 
the Canadian situation is similar, in care 
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and clearness, to that given to the fed- 
eral and state influence and action in 
this country. 

One of the outstanding features of 
this book is the view of the author re. 
specting the nature of agricultural 
credit per se. To him credit means 
primarily debt, and debt means burden. 
The dedication of the book to the farm- 
ers of the country “who are out of 
debt” suggests strongly that the author 
looks upon that condition as the ideal. 
No doubt it is an ideal to be reached, if 
possible, by each individual ultimately. 
However, if young men are to advance 
beyond the tenancy stage as farmers, 
they are going to prefer to purchase un- 
der mortgage, rather than await the 
time when they will be able to pay cash 
for the whole amount of the value 
involved. 

A large number of farmers may be 
surprised to read that it is the usual 
expectation on the part of either cred- 
itor or borrower that a mortgage is 
finally to be paid off at the end of the 
three- or five-year term for which the 
majority of mortgages in the past have 
been written. Mr. Morman says: 
“During these years a farmer lives in 
dread of foreclosure as the term of the 
mortgage draws near.” Surely this 
hardly characterizes the state of mind 
of the great number of mortgaged 
American farmers during the past half- 
century. However, within the period 
of the present depression, the statement 
is not so wide of the mark. 

Incidentally, Mr. Morman drops in 
here and there a statement of his eco- 
nomic beliefs and views, with some of 
which many economists will not alto- 
gether agree. For example: ‘From 
the agricultural point of view, the ac 
tual value of land lies in its fertility .... 
the landlord reaps his reward without 
labor.” This latter view, of course, has 
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many supporters, but how about the 
owner of bank stock reaping reward 
without labor? Again we read: ‘Rent 
is calculated on the basis of the prevail- 
ing high prices for farms.” This dic- 
tum will give pause, a short one, to the 


~ economist, and will puzzle beyond re- 
. covery the landlord who believes it to 


be a statement of the truth. 

Some doubts may arise from the reas- 
oning bound up in the assertion that a 
farmer in borrowing for land and capi- 
tal equipment ‘‘assumes a double respon- 
sibility due to capital deterioration and 
the payment of interest.” Surely all 
borrowed capital is subject to deteriora- 
tion the same as capital bought and paid 
for out of one’s own accumulations, no 
more, no less. The farmer understands 
this as well as any one. Mr. Morman 
says: “In this case the basis of inter- 
est does not rest directly on the use of 
money but on the use of land and oper- 
ating capital for which the money was 
expended.” Why not say “‘in this case, 
as in substantially all others?” But 
Mr. Morman is not to be misunder- 
stood. He closes the discussion with 
the words: “By no possibility, there- 
fore, can a farmer with a mortgage es- 
cape this double drain on his income,” 
the inference being that were the prop- 
erty in question paid for, the deteriora- 
tion would not be a drain on income at 
all. 

In discussing the recent increase in 
farm-mortgage debt, Mr. Morman finds 
from a certain report that a large part 
of the money borrowed was for paying 
off old mortgages and recent personal 
indebtedness, and a small portion used 
for buying land and making improve- 
ments. He infers that the portion used 
for paying old mortgages will consti- 
tute a drain on income, while only the 
latter sums, for buying land and making 
mprovements, can constitute a basis of 
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increased income. But would it not be 
a good idea to look into the character 
of the old mortgages? No doubt many 
of them were given on the occasion of 
buying land. Mr. Morman’s conclusion 
will not be generally concurred in unless 
it be assumed that buying land is a pro- 
ductive investment if all obligations are 
paid off in three to five years. 

Under the heading, “Farm debt and 
community welfare,” Mr. Morman 
states that money borrowed locally may 
be paid back without community loss, 
but not so if it comes from outside the 
community. He says: ‘While outside 
credit may seem advantageous at the 
beginning because of supplying needed 
funds in time of emergencies, in the end 
it will inevitably impoverish any rural 
community whose needs have to be 
financed in this manner.” If the com- 
munity should happen to be sub-mar- 
ginal, what it had to start on would no 
doubt grow less through the payment of 
interest. Should it be a community poor 
in equipment, but rich in resources, the 
drain would be out of an increasing in- 
come, or, to put it in other words, a net 
gain. 

Mr. Morman is quite right in his ap- 
prehensions concerning the plight of the 
farmer during the present period of de- 
pression, a period by no means past. 
On the other hand, it is of no use to 
exaggerate the situation as revealed by 
the increase in debts. While mortgage 
indebtedness has increased, so have 
values. According to the Census report, 
the ratio of debt to value in 1910 was 
27.3%; in 1920 it was 29.1%. This 
increase can be explained quite ade- 
quately. Furthermore, the values of 
1910 were more stable than in 1920, 
thus making a worse showing than ap- 
pears on the face of the returns for 
the latter year. Even so, it is hardly 
reasonable to appear to forget that in- 
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debtedness is the regular status of the 
business world. The vital question is 
not how much a class of people may be 
in debt, but how easily the debt may be 
carried; and at present the farmers are 
not carrying their debts easily. Yet, 
all things considered, there seems to be 
no good reason for being unduly pes- 
simistic with respect to the whole ques- 
tion of farm credits. 

Despite these few points on which 
economists may reasonably differ, Mr. 
Morman has performed a valuable and 
worth-while task in bringing together 
such a comprehensive array of facts. In 
no other single book can a reader find 
so much of the material that he is likely 
to want on this subject. In this respect 
Mr. Morman has contributed a com- 
mendable book. In doing so he inspires 
confidence in the accuracy of his infor- 
mation by his painstaking attention to 
details, and his care in marshalling the 
most important facts in a thoroughly 
clear manner. 

B. H. 


Schmidt, Louis Bernard, and Ross, Earle 
Dudley. READINGS IN THE Economic 
History OF AMERICAN AGRICULTURE. 
New York: The Macmillan Company, 
1925. pp. xii, 591. $3.50. 


THE purposes of this collection of 
readings are three: (1) to “provide 
adequate discussion material for courses 
in the economic history of American 
agriculture,” (2) to “supplement man- 
uals in general economic history on a 
side relatively underemphasized,” (3) 
to “furnish a much needed historical 
background for courses in agricultural 
economics.” 

For the first purpose the work is un- 
doubtedly excellent; for the second, it 
affords abundant material from which 
to select; for the third, it will probably 
prove as inadequate as selected readings 
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always are for such a purpose: frag- 
ments are excellent as fillers but are not 
satisfactory as background. 

The readings are grouped under four 
headings: (1) Colonial Foundations, 
1607-1776; (2) Plantation and Fron- 
tier, 1776-1860; (3) Agrarian Revolu- 
tion and the Settlement of the Far 
West, 1860-1914; (4) Reorganization 
and Readjustment, 1914-1924. Many 
of the selections are taken from the 
writings of such well-known historians 
as F. J. Turner, G. S. Callender, P. O. 
Bruce, C. M. Andrews, F. L. Paxson, 
J. S. Bassett, Katherine Coman, and 
Isaac Lippincott; others are from the 
works of such prominent agricultural 
economists as B. H. Hibbard, David 
Friday, J. E. Boyle, E. G. Nourse, M. 
L. Wilson, and G. K. Holmes; a few 
are taken from those intensely special- 
ized studies which grow out of theses 
for the degree of doctor of philosophy, 
and are full of information but exceed- 
ingly dull. 

As a whole the work seems better 
fitted for the advanced student in history 
who wants to glimpse the economic side 
of his subject than for the student in 
agricultural economics who wants the 
historical side. Like all works of its 
kind, it lacks continuity; and, while it 
does very well for the person familiar 
with the field of history or for one who 
is willing to do additional reading to 
bridge the gaps, in the reviewer's opin- 
ion it will not provide an adequate 
historical equipment for the average 
student in agricultural economics. 

Mary L. SHINE 


Wood, Edith Elmer. Housinc Procress IN 
WESTERN Europe. New York: E. P. 
Dutton and Company, 1923. pp. viii, 
210. $3. 


Tuts book is a detailed account of 
the development of industrial housing 
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in the principal countries of Europe. 
The subject is discussed under two main 
headings: Private Initiative and State 
Action, respectively, in the countries of 
Great Britain, Belgium, France, Italy, 
and Holland. 

According to Miss Wood, Great 
Britain leads the world in housing 
standards and the steps that have been 
taken to realize them. Of the other 
nations of Western Europe, Holland 
and Belgium most nearly approach the 
English standards. 

The salient feature of the French 
housing program is the way in which 
it is linked up with the population prob- 
lem. In the belief that national safety 
demands an increased population, re- 
bates on rent are offered to families 
with four or more children under six- 
teen years of age. But in spite of a 


desire to encourage large families, 
seven- and eight-story tenements are 
built without elevators, an inconvenience 
which must be discouraging to family 


life. 

The chapter on Italian housing is per- 
haps the most interesting in the book. 
In contrast with the “English cottage 
in the garden” ideal “for health and 
for family life,” the Italian tendency 
toward gregariousness expresses itself 
in the group dwelling. Not only do the 
working people prefer living in large 
dwellings, but the architects prefer de- 
signing them, while the sociologists, 
sanitarians, and the leaders of social 
reform “often make it a matter of pa- 
triotism and ethnic loyalty to adhere to 
what they call the ‘millennial traditions 
of the Latin race.’”’ Furthermore, in 
Miss Wood’s opinion, the Italians feel 
a certain prestige in living in a large 
dwelling in contrast to the English pref- 
erence for “doll houses.” 

Housing in Holland is slowly but 
surely rising to higher levels. In rgo01 
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Holland passed one of the best and 
the most comprehensive housing laws 
in any country. This was done after 
years of deliberation and experimenta- 
tion. Holland’s policy of slow and 
patient slum clearance is unique. No 
dwelling is razed until a better one is 
substituted. Moving into a better 
dwelling is made a reward, for “the 
cleanest, most orderly family moves 
first.” One admirable feature of this 
policy of gradual slum destruction is 
that it permits individual case treat- 
ment and continued supervision of the 
family. The author gives considerable 
space to a review of the Dutch appre- 
ciation of color and line as revealed in 
their architecture. Miss Wood is im- 
pressed that the Dutch feeling for har- 


mony of color is reflected even in the 


color of scarfs and caps the children 
wear, which are of the “same vivid 
green that adorns their doors.” Hol- 
land, in the author’s opinion, will prob- 
ably be the first country to have a 
properly housed people. 

The excellence of this book lies in its 
conciseness and its completeness. It 
gives in detail the progress and results 
of private attempts in industrial hous- 
ing as carried on by philanthropic foun- 
dations, public utility societies, social 
organizations, building gilds, and em- 
ployers. The garden city movement is 
one of the experiments being carried on 
under private initiative. Governmental 
action takes such ways and means as 
subsidies, rebates, and loans. The pains- 
taking record of legislative enactments 
and the abundance of data detract some- 
what from the readability of the book. 
This, however, is more than compen- 
sated for by its value as a comprehen- 
sive, easily understood source work of 
the progress of industrial housing in 


Europe. 
GERTRUDE HARLEY 
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Branson, E.C. Farm Lire Asroap. Chapel 
Hill, N. C.: University of North Caro- 
lina Press, 1924. pp. 303. $2. 

ACcoRDING to the introduction to the 
book, Professor Branson, of the Uni- 
versity of North Carolina, spent a full 
year (1923-1924) in Europe investi- 
gating the rural life of Germany, Den- 
mark, and France. He was especially 
interested in the farm people, their 
homes, their economic life, their insti- 
tutions and agencies, and the standard 
of life. As he traveled he sent letters 
from the field which were printed in 
the News Letter of the University of 
North Carolina and five Sunday dailies. 
These letters were revised and brought 
together in book form in 1924. 

The letters are informal and non- 
technical, and make delightful reading. 
Twelve chapters are devoted to Ger- 
many, twenty-one to Denmark, and 
three to France. The author is highly 
sympathetic with the country life of 
Denmark, less so with that of Germany, 
and least of all with that of France. 
He shows that the farmers of Denmark 
have lifted themselves agriculturally, 
educationally, and in business methods, 
to the highest level reached in any coun- 
try in the world. Their living condi- 
tions are on an equally high plane. 
The author presents a rather pleasing 
picture of the rural life of Gemany: its 
village life, thrift, industry, the love of 
the out-of-doors. 

But when he compares the lot of the 
peasant women of Denmark with that 
of farm women of Germany and 
France, he presents the darker side of 
the picture. The lot of the French 
and German farm women is much 
harder than that of farm women in 
Denmark or in the United States. If, 
as the author says, “the final measure 
of the farm civilization of a country 
is the lot and fate of the women and 


THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


children in the farm homes” (p. 265), 
then the farm civilization of Denmark 
and of the United States stands higher 
than that of France and Germany. 

Besides furnishing interesting read- 
ing, these letters were evidently written 
to serve still another purpose. In al- 
most every letter Professor Branson 
contrasts conditions in the United 
States, but more particularly in North 
Carolina, with what he sees abroad, 
and drives home a lesson. The author 
thereby reveals his own philosophy and 
beliefs. The statements he makes, 
without qualifications such as the author 
might want to make were he writing 
a book primarily on these questions, 
are of such a nature that students of 
American rural life cannot help but 
challenge them. 

For instance, the author bemoans 
the cityward drift (p. 83) and speaks 
disparagingly of city life, calling it “a 
sorry spectacle,” ‘“‘pagan to the core, 
no matter how we label it, whether 
Christian or not.” Yet (p. 124) he 
says that one of the troubles of the 
North Carolina farmers is the lack of 
a city of the size of Copenhagen to 
furnish a market for food and feed 
products. That is why, he says, the 
North Carolina farmers have to raise 
cotton and tobacco. 

Because of the existence of good ur- 
ban markets there are few Danish 
farmers who are ready to sell out and 
move to town. Yet the author notes 
a cityward movement in Denmark as 
everywhere—‘‘in Denmark mainly be- 
cause the holdings are too small for 
division among heirs, one of whom 
may stay on the farm while the rest 
must go to the cities . . . . or to other 
countries. It is for this reason that 
Denmark is already developing areas 
of static populations, in Fiinen for in- 


stance, where the census shows no in- j 


|| 
4 
ye 
i th 
ot 
co 
i th 
by 
Ca 
i na 
| at 
| 
mi 
i ap 
| ha 
if | we 
| sol 
Ca 
q of 
| | for 
} url 
fin 
| 
Ca 
| de: 
tw 
col 
me 
| anc 
aci 
sta 
wit 
stat 
| Spe 
lan 
| Say 
| are 
far 
or 
| alik 
listl 
of 
owr 


BOOK REVIEWS 


crease of resident inhabitants in 20 
years.” But the author seems to think 
that the American rural exodus has 
other causes, for he continues, “The 
country exodus in North Carolina and 
the United States in general is produced 
by a combination of very different 
causes. Unless it is promptly and prop- 
erly checked, the country life of the 
nation will disappear in another gener- 
ation or two”’ (p. 125). 

It is true that the crisis in agriculture 
has accelerated the cityward movement 
in the United States, but few econo- 
mists will agree with the author that 
“the country life of the nation will dis- 
appear” for any such reasons. We 
have a surplus of rural population as 
well as Denmark, and according to 
some writers this surplus in North 
Carolina is so great that the solution 
of rural problems in that state is to be 
found in a greater movement towards 
urbanization. Neither will the author 
find general support for his statement, 


“The country civilization of North 
Carolina and the nation is slated for 
destruction in the next generation or 
two unless farm life communities or 
colonies can begin a rapid develop- 


ment.” Colonization of the Durham 
and Delhi type is going through the 
acid test now, and it is doubtful if the 
state of California will go any further 
with the experiment (pp. 10, 11). 

The author makes equally sweeping 
statements with regard to tenancy. 
Speaking of Belgium, England, Scot- 
land, and other countries of Europe, he 
says: ‘“The farmers of those countries 
are mainly tenants, and in every land 
farm tenancy means farm poverty soon 
or late for tenants and landlords 
alike” (p. 30). “Commercial farming 
is the last word in farming. It is a kind 
of farming that is possible to farm 
owners alone .... never to farm tenants 
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and never to farm regions cursed with 
wide-spread illiteracy” (p. 106). “The 
fundamental social ills of North Caro- 
lina are excessive tenancy and over- 
weening illiteracy” (p. 107). 

The impression is given over and 
over again that tenancy is one of the 
fundamental causes of farm poverty 
rather than a symptom of deeper-lying 
causes. Illiteracy, ignorance, thriftless- 
ness, and lack of industry make certain 
forms of land tenure inevitable, and 
merely to change the form of tenure 


changes nothing. Were all the negro 


tenants, and “croppers” generally, of 
North Carolina presented with the 
freehold of a suitably sized farm, the 
chances are that 75% of them would 
be landless in 5 years. Given an intelli- 
gent, thrifty, and industrious class of 
farmers, the form of tenure is not as 
important as it would at first glance 
seem to be. Farm tenancy in England 
and Scotland did not mean poverty be- 
fore the war shook the whole structure 
of rural England; and if any agricul- 
ture could be called ‘commercial,’ it 
was the English agriculture. If one 
merely recalls the breeds of cattle, 
sheep, and horses developed on the 
British Isles under a system of “‘capi- 
talistic’” tenant agriculture, one must be 
convinced that tenant farming is not 
necessarily a reason for poor agricul- 
ture or poverty. 

To strive toward the highest possi- 
ble owner operation should be our goal; 
every student of rural life will agree 
to that. But we will not attain that 
goal if we confuse causes with effects. 
Land policies must be shaped with that 
end in view, but whether the Danish 
experience should be copied here is 
another question. Denmark has re- 
duced her percentage of tenancy in a re- 
markable way, but not without cost. 
Since 1899, 95 million kroner have 
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been spent for the purpose of creating 
18,000 farm owners, according to the 
author (p. 232). Although it is said 
that any reputable farmer over 25 and 
under 50 years of age can own a farm 
in Denmark, the farm is not his for the 
asking. He must have saved at least 
one-tenth of the purchase price as a 
first payment. Suppose this were made 
a condition in the South, how many 
“croppers” could ever meet that con- 
dition? And if they cannot meet it, 
how will they become farm owners? 
What will be their status if it is not 
that of permanent tenants or, worse 
still, mere farm laborers? 

Finally owner operation has been 
secured at the price of debt, both public 


and private. ‘‘Manifestly, the farmers 
of Denmark are loaded down with 
debt,” says the author. ‘Their chil- 
dren and their children’s children will 
be burdened with debt for generations 
to come. But it is a debt willingly as- 


sumed in order to transfer renters of ° 


trifling significance into owners and 
citizens of value and consequence.” 

In fact, evidence given from the 
author’s own experience would indicate 
that the system of tenure is of smaller 
consequence than he holds it to be; 
for he says that the French farmers are 
largely owners, yet their standard of 
life and economic status is far below 
that of Denmark (p. 272). 

G. S. WEHRWEIN 
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SUMMARIES OF RESEARCH 


MULTI-FAMILY HOUSING UNITS 
AND URBAN TENANCY 


and determine the amount of 

home tenancy in American cities. 
This summary is an attempt to deter- 
mine the significance of the multi-family 
structure as a factor in this problem. It 
is an attempt to answer the question, 
“How much of the tenancy is due to the 
fact that where multi-family housing is 
preferred or economical, the opportu- 
nity for home ownership is restricted ?” 

An approximate answer may be found 
by comparing the percentage of home 
tenancy in any particular city with the 
relationship of the number of families 
to the number of dwellings. When 
there are two families for every dwell- 
ing reported, there would be on the 
average two families per dwelling. It 
is not easy or at least customary for 
more than one occupant to own the 
dwelling structure. Obviously, the 
causes back of the demand for multiple 
structures are the important consider- 
ations in determining the causes of the 
extent and character of urban tenancy, 
but the extent of multi-family housing 
is an expression of these causes. 

The relationship of the number of 
families to dwellings is expressed as a 
percentage excess of families over 
dwellings and this is compared with the 
percentage of tenancy. Such a compari- 
son makes it possible to arrive at some 
conclusions with respect to the impor- 


A GREAT many factors influence 


tance of multi-family housing and of © 


the deeper causes that lie back of this 
problem. 

In the chart on the following page 
the 68 cities of 100,000 population or 


more in 1920 have been plotted accord- 
ing to the above-named factors. Thus 
New York with 87.3% tenancy and 
71.4% excess of families over dwellings 
is located by counting up 87 places and 
to the right 71 places. The extent to 
which the plottings fall in a diagonal 
line is an expression of the relationship 
of these two conditions. 

Cities which are widely out of the line 
of correlation are Atlanta, Birmingham, 
Indianapolis, Memphis, New Orleans, 
Norfolk, and Richmond. It is note- 
worthy that all of these are southern 
cities with the exception of Indianapolis. 
In analyzing these cities no single cause 
can be assigned as the reason for the 
high percentage of tenancy. As is char- 
acteristic of economic phenomena, there 
are many factors which are responsible 
for the high percentage of tenancy in 
these cities. Recency of growth of a 
city is important. If the population is 
made up of a large percentage of young 
people, there would naturally be a 
higher percentage of tenancy than in a 
static city having a larger proportion of 
the population in higher age groups. 
Other factors which seem logically to 
influence home tenancy are commercial 
conditions, racial differences, perma- 
nence of employment, climate, and even 
living customs. These factors working 
hand in hand prevent a universal corre- 
lation between excess of families over 
dwellings and tenancy. It should be 
remembered, however, that the preva- 
lence of multi-family structures is only 
one of many factors affecting tenancy. 

The extent of multi-family housing 
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CORRELATION BETWEEN THE PERCENTAGE OF TENANCY AND THE EXCESS OF 
FAMILIES OVER DWELLINGS IN CITIES WITH 100,000 INHABITANTS 
OR MORE IN 1920 


a 


° 
—4 


PERCENTAGE OF TENANCY 


it 
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° 5 10 15 20 25 30 35 40 45 50 55 60 65 
EXCESS FAMILIES OVER DWELLINGS AS A PERCENTAGE OF ALL FAMILIES. 


appears, however, to bear a close rela- 
tion to the amount of tenancy. Barring 
the above-mentioned southern cities, the 
relationship appears rather close. In 
fact, including these cities, whose geo- 
graphic location seems to have an in- 
fluence, the correlation between the 
rank of the cities on the basis of per- 
centage of tenancy and percentage of 
excess of families over dwellings is 
68.2%, a fairly high correlation for 
phenomena of this character. Seem- 
ingly, the extent and popularity of the 
multi-family structure is an important 
cause of the extent of urban tenancy. 
As long as there is a marked prefer- 


ence for multi-family structures in large 
cities for reasons of economy, an in- 
creasing percentage of urban home 
tenancy in the United States may be ex- 
pected. Two present tendencies indicate 
that this trend of tenancy may be 
checked or slowed down. One contin- 
gency is that the system of cooperative 
ownership, already so prevalent in 
Europe, may become common in this 
country; the other possibility is the ac- 
celerated movement of urban population 
to suburbs where recent building statis- 
tics show greater activity in construct- 
ing one- and two-family dwellings. 
GERTRUDE HARLEY 


DIVIDEND RECORD OF GAS UTILITIES 


Te growing financial importance 
of the gas utilities in the United 
States may be evidenced by a gen- 
eral survey of the dividend rates paid 


by these companies during the past 
several years. In compiling the data 
concerning dividends, the reports of the 
gas utilities in the 1924 volume of 
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TaseE I. ANALysiIs OF DivipEND PAYMENTS ON COMMON AND PREFERRED STOCK 
oF Gas UTILITIES, 1907-1923* 


COMMON STOCK 


PREFERRED STOCK 


No. of | - No. of |Per Cent}Average|Averagel No. of No. of |Per Cent} Av: A 

Com- | No. of |Per Cent} Com- | of Com-| Rate of |Rate off Com- | No. of |Per Cent| Com- | of Com- Rate of Rate of 

Y anies | Com- | of Com-| panies | panies Comey Com- } panies | Com- | of Com-| panies | panies | Compa-| Com- 
ear eport-| panies | panies | Not Not | nies Re-| panies [Report-| panies | panies | Not Not | nies Re- ies 

ing aying | Paying | Paying| Paying | porting | Paying] ing aying | Paying | Paying} Paying | porting oke 
1907 82 35 42.7 47 57.3 3.52 7.23 27 22 81.4 5 18.6 5.56 6.02 
1908 87 41 47.1 46 52.9 3.49 7.04 30 25 83.4 5 16.6 §.22 5.78 
1909 87 41 47.1 46 52.9 3.30 7.23 32 26 81.2 6 18.8 5.08 5.79 
1910 93 47.3 49 52.7 4.24 8.60 35 29 82.9 6 17.1 5.21 5.67 
IQtt 100 48.0 52 52.0 3.73 8.31 43 35 81.4 8 18.6 4.54 5.07 
1912 114 57 50.0 57 50.0 3.88 7.74 45 37 82.2 8 17.8 +3 ‘2 

1913 115 58 50.4 57 49.6 3.76 Le 44 37 84.1 7 15.9 5. 5S. 
1914 120 58 48.3 62 51.7 3.55 r 2 44 37 84.1 Ff 15.9 | 5.55 5.76 
1915 121 55 45.4 66 54.6 3.84 -40 45 37 82.2 17.8 5.54 er 
1916 127 62 48.8 65 51.2 3.84 | 10.18 46 38 80.4 8 19.6 5.73 12 
1917 130 62 47.7 68 52.3 3.37 7.35 2 38 84.5 7 15.5 5.70 | 6.20 
1918 132 58 43.9 14 56.1 3.10 7.24 36 78.7 To 21.8 5.33 5.96 
1919 135 54 40.0 81 60.0 2.94 8.42 47 37 78.6 10 21.4 5.30 5.90 
1920 137 39-4 83 60.6 3.04 6.92 46 35 76.0 II 24.0 5.13 - 
1921 139 61 43. 78 56.2 3.19 6.93 45 35 717.8 to 22.2 5.35 5. 

1922 141 68 48.2 73 51.8 4.18 7.91 49 38 71.5 Ir 22.5 5.14 6.25 
1923 146 7 48.6 75 51.4 | 4.04 | 9.33 53 38 71.6 15 28.4 5.25 6.36 


*Data based on Moody’s Analysis of Public Utility Investments. 


Moody’s Analysis of Public Utility In- 
vestments were taken as a fair sample 
of companies throughout the country. 
No gas-electric companies or natural 
gas companies are included in the data, 
since such companies would not be truly 
representative of the gas industry. 
Companies whose stock is held by 
holding companies, or whose dividend 
records are not complete, are also elimi- 
nated; so the total number of companies 
included in the data for 1923 is 146 
having common stock and 53 having 
both common and preferred. The num- 
ber of gas companies on which this anal- 
ysis is based has increased steadily since 
1907, the starting point of this study, 
as the above table shows. 

The percentage of these companies 
that paid dividends on common stock 
of any rate moves gradually upward 
from 42.7% in 1907 to 48.6% in 1923. 
During this period, however, there was 
a decline from 1916 to 1920, when a 
low point was reached. In that year 
39.4% of the 137 companies reporting 
paid dividends on common stock. In 
the years 1919 and 1920 gas utilities 
suffered the most. From 1920 to 1923 


the ratio of companies paying to all 
companies reporting rose rapidly. 

A similar ratio with respect to pre- 
ferred stocks, although naturally much 
higher, has not increased correspond- 
ingly. While 81.4% of the companies 
paid dividends in 1907, only 71.6% paid 
in 1923. This decline is partly ac- 
counted for by a slower-rise from the 
low period of 1920, and also by the 
fact that several companies initiated 
preferred stock dividends in 1923, 
though the initial dividend was not paid. 

Two average rates for both common 
stock and preferred stock are tabulated. 
One is the average rate of all companies — 
reporting, while the other is the average 
rate only of companies paying divi- 
dends. Neither of these rates is an 
absolutely true indicator, because in the 
first average are included newly or- 
ganized corporations which ordinarily 
would not be paying dividends during 
the first years of organization (espe- 
cially in the case of common stocks), 
and in the second average, older com- 
panies, which should be included, are 
left out. 

The average dividend rate on com- 
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AVERAGE RATE OF DIVIDENDS ON COMMON AND PREFERRED STOCK 
PAID BY GAS UTILITIES 1907-1923 


Preferred 


‘Common ] 


mon stock of all companies reporting, 
outside of a low mark of 2.94% in 
1919, reached 4.18% in 1922, the high- 
est point since 1910. Although this 
rate dropped slightly in 1923, the rise 
in the ratio of companies paying divi- 
dends shows that the drop in dividend 
rates is probably due to the addition of 
new companies. The average rate on 
common stock of companies paying divi- 
dends shows a corresponding increase 
through 1923, and a similar depression 
in 1920. The sudden jump, in 1916, 
to 10.18% is due to a large increase 
in the dividend rates of several com- 
panies, and the declaration of extra divi- 
dends. In order to get a fair idea of 
the actual trend of dividend rates, how- 
ever, both average rates should be 
considered. 


1911 1915 1919. 1923 


The average dividend rates on pre- 
ferred stock show only a small fluctua- 
tion, which may be attributed chiefly to 
the character of the security. The aver- 
age rate on the preferred stock of all 
companies corresponds closely with the 
average rate on preferred stock of com- 
panies paying dividends, the latter re- 
maining between .5% and 1% higher 
than the former throughout the period 
of analysis. 

The chart on this page pictures the 
trend of the average dividend rates on 
common and preferred stock of all com- 
panies reporting. In the curve repre- 
senting the rates on common stock, the 
depression of the war period and the 
rapid pick-up in 1922 and 1923 are very 
noticeabie. 

W. G. Maas 
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COMMENTS ON LEGISLATION AND 
COURT DECISIONS 


JUDICIAL STATUS OF ARBITRATION OF 


PUBLIC UTILITY 


INCE regulation of public utilities 
was first established in this coun- 
try, public policies pertaining to 

labor relations in these industries have 
gone through an almost complete cycle 
from governmental inaction to compul- 
sion and back again toward the starting 
point. 

The successive policies in this cycle 
on the steam railways may be thus sum- 
marized: (1) Unrestricted and unaided 
bargaining between managements and 
employees until 1888; (2) Provision 
for voluntary arbitration in Act of 
Congress, 1888, but neither employees 
nor carriers availed themselves of the 
act; (3) Temporary voluntary arbitra- 
tion boards under the Erdman Act of 
1898, although this machinery was 
not used until 1907, when concerted 
wage movements on the part of the 
train-service brotherhoods began; (4) 
Permanent board of mediation and con- 
ciliation, with voluntary arbitration as a 
last resort, under the Newlands Act of 
1913; (5) Compulsory arbitration by 
Congress in the Adamson law of 1916; 
(6) “Bargaining” with the government 
during the period of federal control; 
(7) “Compulsory conference” and per- 
manent voluntary arbitration under the 
Transportation Act of 1920. 

Public policies of dealing with labor 
relations on the local utilities have in 
the main relied on machinery for media- 


1 Wolff Packing Co. v. Kansas Court of Indus- 
trial Relations, 262 U. S. 522 (1923); Wolff Pack- 
ing Co. v. Kansas Court of Industrial Relations, 45 


LABOR DISPUTES 


tion and conciliation, with possible vol- 


untary arbitration when disputes were 
not successfully adjusted by the parties 
themselves. Notable exceptions to this 
prevailing policy are the Kansas Court 
of Industrial Relations embodying com- 
pulsory arbitration, and the Colorado 
compulsory investigation system. 

As a result of four decisions: of the 
United States Supreme Court during the 
past two years, doubt has been cast 
upon the effectiveness of the policies il- 
lustrated by the Kansas Court and the 
Railroad Labor Board. The effect of 
these decisions is likely to be such as to 
bring about a reopening of the entire 
question of the proper sphere of public 
and private initiative in the adjustment 


of labor disputes on public utilities. If 


this is done, the alignment of forces and 
the temper of the times may result in a 
return to the policy of Jaissez-faire 
which prevailed in the early days of 
public utility regulation. 

In view of this eventuality, it is sig- 
nificant to examine the legal status of 
compulsory arbitration of the Kansas 
type and voluntary arbitration after the 
Railroad Labor Board pattern in the 
light of these recent decisions. 


The Kansas Court 


Chief Justice Taft in the first Wolff 
Packing Company case gave the opinion 


Sup. Ct. 441 (1925); Pennsylvania Railroad Co. v. 
U. S. Railroad Labor Board, 261 U. S. 72 (1923); 
Penn. System Federation No. go v. Penn. R. R. Co. 
45 Sup. Ct. 307 (1925). 
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of the court that the compulsory fixing 
of wages in the plant in question in- 
fringed the liberty of contract guaran- 
teed by the Fourteenth Amendment. 
The fundamental principle which the 
court affirmed was that compulsory ar- 
bitration of wages and prohibition of 
strikes was an invasion of freedom to 
contract that could only be justified 
under “exceptional circumstances.” In 
the case before it, these ‘exceptional 
circumstances” did not exist. There 
was no present or impending strike 
which would result in a general cessa- 
tion of food production or distribution; 
the term of the Industrial Court’s award 
was of indefinite, not temporary dura- 
tion; the Wolff Packing Company was 
a competitive enterprise, and not a 
monopoly; in short, the public interest 
in the continuous service of this com- 
pany was not so great as to require 
such a drastic invasion of private rights. 
The substance of the court’s opinion 
was that the nature of the business de- 
termines how far the state may go in 
using compulsion in the settlement of 
wage disputes. 

The words of the court are signifi- 
cant: “It involves a more drastic exer- 
cise of control to impose limitations of 
continuity growing out of the public 
character of the business upon the 
employee than upon the employer; and 
without saying that such limitations 
upon both may not be sometimes justi- 
fied it must be where the obligation to 
the public of continuous services is 
direct, clear, and mandatory and arises 
as a contractual condition express or 
implied of entering the business either 
as owner or worker. It can only arise 
when investment by the owner and en- 
tering the employment by the worker 
create a conventional relation to the 
public somewhat equivalent to the ap- 
pointment of officers and the enlistment 


of soldiers and sailors in military 
service.” ? 

This extreme comparison and the 
general tenor of these words, if inter- 
preted literally, convey the impression 
that compulsory arbitration would be a 
justifiable policy only in the case of 
governmental employees. However, 
when one compares these words with 
the language of previous decisions, it 
appears entirely possible that the court 
might uphold compulsory arbitration in 
the case of railways, other common car- 
riers, and other public utilities, all sub- 
ject to the strictest regulation of rates 
and service. A further impression is 
that compulsory arbitration is less likely 
to be upheld when applied to “excep- 
tional occupations” recognized as public 
callings from earliest times by force of 
inertia, or when applied to businesses 
which, though private at their inception, 
have become affected with a public in- 
terest through changed economic con- 
ditions. Even when the scope of this 
policy is thus narrowed, there is room 
for doubt whether the court would up- 
hold a delegation of the power to 
arbitrate compulsorily to a subordinate, 
permanently sitting board. At least in 
the case before us the court took pains 
to point out that the Adamson law* 
involved arbitration by the legislature 
itself rather than by a_ subordinate 
board. 

These impressions, however, are im- 
plied from the dicta in the Wolff case, 
compared with the court’s attitude in 
Wilson v. New. In the Wolff case these 
issues were not specifically joined. 
Hence, one can only say that the validity 
of the Kansas type of compulsory arbi- 
tration is possible, though not wholly 
probable, when applied to wage disputes 


2262 U. S. 522 at 541. Italics mine. 
3 Upheld in Wilson v. New, 243 U. S. 332 (1917). 


on 
tu! 
cla 
ent 
| the 
no 
| tig 
its 
aff 
vic 
cas 
the 
tha 
ly 
ext 
pul 
Th 
det 
trai 
at 
syl\ 
rep 
cou 
ing 
Boz 
tior 
T 
Boz 
aga 
pan 
the 
Boa 
resv 
Con 
rept 
thes 
the 
plai 
refu 
emp 
trial 


COMMENTS ON LEGISLATION AND COURT DECISIONS 377 


on public utilities. The Kansas legisla- 
ture erred, it is certain, in attempting to 
class with public utilities a competitive 
enterprise like a packing company for 
the purpose of regulating wages. It is 
not unlikely that this blow to the pres- 
tige of the Industrial Court will impair 
its effectiveness in dealing with disputes 
affecting recognized public utility ser- 
vices, when they arise in the future. 
The second Wolff Packing Company 
case * differed from the first mainly in 
the fact that it involved hours rather 
than wages. The Supreme Court mere- 
ly reafirmed its earlier decision and 
extended its scope to include the com- 
pulsory determination of hours of work. 
The net result seems to be the further 
deterioration of the Kansas Court. 


The Railroad Labor Board 


The effectiveness of voluntary arbi- 
tration in the national utility field was 
at stake in the Labor Board and Penn- 
sylvania cases. Although the Board’s 
representatives appeared before the 
court only in the first case, the underly- 
ing issue in both was the scope of the 
Board’s powers under the Transporta- 
tion Act of 1920. 

The earlier case established the 
Board’s right to make public a decision 
against the desires of a railway com- 
pany and also to publish the fact that 
the company refused to comply with the 
Board’s decision. The issue arose as a 
result of the Pennsylvania Railroad 
Company’s policy not to deal with the 
representatives of certain unions unless 
these representatives were employees of 
the road. The aggrieved unions com- 
plained to the Board that the railroad 
refused to give an opportunity for its 
employees to vote for their union agents 


4 Wolff Packing Co. v. Kansas Court of Indus- 
trial Relations, 45 Sup. Ct. 441. (1925). 


as representatives in conference with 
the management. The Board prescribed 
a form of ballot which allowed votes to 
be cast for a union as employee repre- 
sentative. The Pennsylvania road de- 
clined to obey, and organized what is 
popularly known as a “company union.” 

The fundamental conflict between the 
Board and the carrier was their differ- 
ing views as to whether Congress, in 
imposing a duty to confer, meant to 
enact a policy of collective bargaining 
with trade unions. 

The court did not, of course, presume 
to decide specifically this question of 
policy. That decision was properly 
within the discretion of the Board as 
was also the question of publication 
of awards and non-compliance with 
awards, after authority to use discre- 
tion had been sustained by the courts. 

In the second case® the Supreme 
Court was even more explicit in con- 
struing the labor provisions of the 
Transportation Act. This case was 
brought against the railroad by the 
same aggrieved unions in an effort to 
get the courts to do what the Railroad 
Labor Board had no power to do, name- 
ly, compel recognition by the carriers. 
As Chief Justice Taft says: ‘What 
complainants (unions) here are seeking 
to do is to enforce by mandatory injunc- 
tion a compliance with a decision of the 
Board, not based on the legal rights of 
the parties, but on its judgment as to 
what legal rights the disputants should 
surrender or abate in the public interest 
and in the interest of each other, to 
maintain the harmonious relations be- 
tween them necessary to the continuance 
of interstate commerce, and to avoid 
severing those relations as they would 
have a strict legal right to do. Such a 
remedy by injunction in a court it was 


5 Penn. R. R. System Federation No. go v. Penn. 
R. R. 45 Sup. Ct. 307 (1925). 
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not the intention of Congress to pro- 
vide.” 

The reason for the court’s refusa: to 
uphold the hands of the Labor Board 
was simply that “there is nothing com- 
pulsory in the provisions of the statute 
as against either the company or the 
employees upon the basis of which 
either acquired additional rights against 
the other which can be enforced in a 
court of law.”” The Pennsylvania Rail- 
road may “refuse to comply with the 
decisions of the Labor Board,” in the 
matter of employee representation, and 
“thus defeat the purpose of Congress,” 
and still be “within its strict legal 
rights.” ‘We do not think Congress, 
while it would deprecate such action, 
intended to make it criminal or legally 
actionable.” 

In other words, the “‘duty to confer,” 
in the Transportation Act, is a moral 
duty, not a legal duty, and the Railroad 
Labor Board is supposed only to formu- 
late and publish the moral duty, which 
no public agency can at present enforce. 
It is futile to imagine that public 
opinion can effectively register its dis- 
approval of any labor policy of manage- 
ment by refusing to patronize the road. 
Public opinion is generally nebulous and 
ineffective unless crystallized by some 
representative agency with real admin- 
istrative power. As long as either car- 
riers or employees may disregard with 
impunity the decisions of the Labor 
Board, it is difficult to see how the 
Board can in practice do more than 
merely mediate and conciliate, unless 
both parties agree to arbitrate. If this 
is the alternative, then we have a rever- 
sion substantially to the policy of the 
Newlands Act. 

The reversion to the policy embodied 


645 Sup. Ct. 307 at 311. 
7 Ibid. 


in the Newlands Act may be determined 
definitely if a current controversy be- 
tween the Labor Board and certain 
train service brotherhoods _ finally 
reaches the stage of adjudication by the 
Federal Supreme Court. In this dis- 
pute the unions refused to testify before 
the Board. Ifthe Supreme Court should 
decide that the Board may not compel 
testimony, then clearly the Board would 
be nothing but a conciliatory body. 


Nature of the Problem 


When policies of voluntary and com- 
pulsory arbitration are thus returned to 
legislatures for revision, the question 
will naturally be raised: ‘What next?” 
Most of the unions would probably pre- 
fer bi-partisan adjustment boards such 
as those functioning during the period 
of federal control. Many of the execu- 
tives would prefer to be left alone. But 
from the public standpoint is it desirable 
to limit public interference in labor dis- 
putes to conciliation and occasional ar- 
bitration? Past experience with this 
policy has not been altogether satisfac- 
tory. Should we, therefore, go back to 
the policy of public inaction and laissez 
faire prevailing before 1888? If legis- 
latures in despair feel inclined to take 
this path, they should consider well what 
may be the public consequences of a 
“do-nothing”’ policy. 

The essence of such a policy is to 
leave wholly to the managements the 
responsibility of so arranging their 
labor relations as to induce efficient and 
continuous service on the part of their 
employees. At the present time two 
steam railways afford good illustrations 
of what may be expected from giving 
free rein to management. Before any 
legislative body starts forth on a new 
tack, it might prove helpful to examine 
with care the relative success of these 


| 
tv 
| ur 
tr 
ro 
fo 
of 
cie 
ru 
an 
of 
pl. 
| uti 
_ ob 
cie 
suc 
Fo 
ref 
ex] 
wil 
lic 
res 
tec 
tha 
ma 
pri 
ma 
pet 
lat 
the 
the 
beg 
avc 
exp 
equ 
pre 
| Mc 
tur 
thit 
Thi 
of | 
rad 
whe 
lab 
| 


COMMENTS ON LEGISLATION AND COURT DECISIONS 379 


two opposite policies of “company 
unions” and of cooperative dealing with 
trade unions. The Pennsylvania Rail- 
road is the outstanding adherent of the 
former policy, the Baltimore and Ohio 
of the latter. Which of these two poli- 
cies yields the best results in the long 
run is of prime interest to other carriers 
and to the public as well. 

The relinquishment of any measure 
of public regulation of labor relations 
places heavy obligations upon public 
utility managements. They already are 


_ obligated to give continuous and efh- 


cient service at regulated rates. No 
such obligation legally rests upon labor. 
For the most part under our theory of 
regulation we control income but not 
expenditures. Thus in those dealings 
with consumers that affect income, pub- 
lic utility managements function in a 
restricted, although more or less pro- 
tected, market. But in those dealings 
that affect expenses, whether of labor or 
materials, they compete with ordinary 
private enterprise. In the one case the 
market is regulated, in the other com- 
petitive. It may appear logical to regu- 
late both the flow of income and 
the ebb of * expenditures, but from 
the standpoint of public policy if we 
begin by regulating wages, how can we 
avoid going further and regulating 
expenditures for rails, ties, cars, and 
equipment—a conclusion which in the 
present state of opinion appears absurd. 
Moreover, as far as regulated expendi- 
tures for labor are concerned, three 
things stand in the way—custom, the 
Thirteenth Amendment, and the rights 
of labor as “‘found” by courts. 

Unless this judgment of society is 
radically changed, it is likely that the 
whole question of public and private 
labor policies of public utilities will be 
reopened and reformulated in the near 
future. A determining factor in the 


outcome will be the relative bargaining 
positions of managements, employees, 
and public. Yet bargaining power is 
affected by the degree of responsibility 
felt by the three interested groups. 
Organized labor in public service indus- 
tries is increasingly feeling that the use 
of the time-honored weapon of the 
strike immediately arouses public dis- 
approval. Short of complete public 
regulation, representative public agen- 
cies feel that something must be done 
to prevent disruption of service; yet the 
prevailing tendency, as reflected in judi- 
cial decisions, is to curb public initiative. 

Is it a reasonable alternative to leave 
the responsibility wholly or mainly on 
management? Three conditions appear 
essential for the success of such a policy: 
(1) Public understanding of, and sym- 
pathy for, the difficult positions of both 
management and labor; (2) Labor’s 
recognition that cooperation in serving 
the public is a more statesmanlike and 
profitable policy in the long run than 
conflict ; (3) A disposition on the part of 
public utility executives to realize that 
their especially close relations to the 
public obligate them to set an example, 
not follow one, of scientific and pro- 
gressive labor policies. Public service 
industries should lead in this respect 
rather than remain content with a rank- 
and-file position. 

Understanding and “sweet reason- 
ableness” on the part of the public, 
statesmanship on the part of labor, 
leadership on the part of management 
—these three, and, to the present 
writer, the last-named principle seems 
fundamental. Yet it will be generally 
helpful to recall that the labor policies 
of public utilities are different and more 
dificult in many respects than similar 
policies in industries not obligated to 
give continuous service. 

E. W. Morenouse - 
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THE EXEMPTION OF HOMESTEADS FROM TAXATION 


7 marked increase in tenancy in 
recent years along with the tremen- 
dous increase in the tax burden has 
prompted certain groups in the commu- 
nity to seek a legislative remedy for both 
ills in what is known as “homestead 
exemptions.” The theory underlying 
homestead exemptions is that a light- 
ening of the tax burden will make it 
financially easier, and, therefore, more 
attractive, for people to acquire owner- 
ship of city and farm homes. 

Such a law was passed by the Wiscon- 
sin Legislature in 1923, has been in 
operation since January 1, 1924, but has 
recently been repealed by the 1925 legis- 
lature, with the approval of the gover- 
nor. Why was this speedy reversal of 
policy decided upon? Aside from any 
political considerations, is not the cause 
to be found in the economic effect of 
homestead exemption ? 

The Wisconsin law, stated briefly, 
exempted: ‘All buildings and improve- 
ments upon any parcel of land owned 
and used as a homestead as defined in 
section 2983 of the statutes not exceed- 
ing $500 of the value of such buildings 
and improvements, if the owner of the 
homestead has filed an afiidavit with the 
assessor on or before the first day of 
July of the year in which the assessment 
is made claiming exemption under the 
provisions of this subsection.” 

In order to form a judgment of the 
economic effect of this law, a small study 
was made of its operation in what was 
considered a fairly representative town- 
ship in Dane County—the town of 
Albion. At the same time the possible 
effect of more sweeping exemptions was 
also studied for comparative purposes. 
Also included in the study as having a 
bearing upon the central problem, the 
distribution of state and county tax bur- 


dens between urban and rural districts 
in Dane County was analyzed cursorily. 

In view of the fact that this law was 
in operation for such a short time, it 
would be unfair to conclude that this 
study represents the ‘‘actual” effect of 
homestead exemption upon the distri- 
bution of local tax burdens. At the 
most, therefore, the conclusions are the 
reasonably probable or ‘‘possible” ef- 
fects under fair assumptions. 


The Assumptions and the Method 


The chief assumption is that Albion, 
in Dane County, represents a typical 
taxing district in Wisconsin. Since agri- 
cultural districts predominate in Wis- 
consin, the selection of Albion can be 
justified if it is a typical agricultural 
township. It has some of the best as 
well as some of the poorest land in the 
county; it exhibits considerable variation 
in size and value of properties; and it 
has a small unincorporated village. 
These characteristics, it was felt, fur- 
nished enough diversity to justify its 
selection as a type. Other assumptions 
will be apparent as the method of study 
is briefly outlined. 

All parcels of real estate in Albion 
were assembled into operating units 
with the aid of the 1922 tax rolls and 
a plat map of the township. Unim- 
proved properties that were located at 
a considerable distance from the im- 
proved property of the owner were 
classified as unimproved, although prob- 
ably a few of the properties so classi- 
fied were really operated in connection 
with some distant improved property. 
This fact would not affect the conclu- 
sions of this study, inasmuch as the 
improved units were classified without 
regard for the unimproved parts. 
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All possible homesteads were then 
classified into five groups according to 
size (as shown by value) and into a 
sixth group, called non-homestead, were 
put all commercial and unimproved 
properties and any others that could not 
claim exemption under the law. 

It should be remembered that the law 
defines a homestead as a property occu- 
pied by the owner. However, the per- 
centage of tenancy is not the same in any 
two taxing districts, nor is it the same in 


each size group of properties in any one 


taxing district. In order to avoid any 
difficulties occasioned by this lack of 
uniformity and also to provide a broad 
basis for generalization, home owner- 
ship was assumed to be 100% in Albion. 
In other words, the assumption was 
made that all improved properties clas- 
sified as homesteads could claim exemp- 
tions. This assumption is, of course, a 
deviation from actual facts and can be 
justified only by a desire to arrive at 
general conclusions that will be typical 
in all respects other than the degree of 
tenancy. 

In computing the redistribution of tax 
burdens, it was assumed that the aggre- 
gate amount to be raised by taxation 
remained constant. As a matter of fact, 
this amount would increase or decrease 
according to the budgets approved by 
the governing body of the taxing dis- 
trict, but obviously this uncertainty had 
to be discounted in this study. 

Another important detail of the Wis- 


-consin system of raising revenue, which 


must be kept in mind, is the fact that 
there are four distinct levies—for the 
state, the county, the township, and the 
school district. It was in some of the 
school districts that the economic effect 
of the $500 homestead exemption was 
most keenly and immediately felt; and 
as the governor stated, it was largely 
due to this fact that the law was re- 


pealed. Some school districts found 
that the exemption removed from the 
tax roll such a large portion of the 
taxable property that sufficient funds 
could not be raised for school purposes. 
In other school districts, in which there 
is a large proportion of urban residen- 
tial property, an undue share of the 
school tax was shifted upon rural 
property. 

Because of the wide variation in the 
character of school districts in regard 
to the kind of property and the amount 
of school taxes levied, and because of 
the fact that school taxes constitute less 
than half of the total tax levy, it was 
considered desirable to trace in this 
study the effect of homestead exemp- 
tions upon the distribution of all taxes 
other than school taxes. It is recog- 
nized that any given school district will 
be subject to an additional effect upon 
the distribution of school district taxes 
—depending upon the character of the 
district. This additional effect, it ap- 
pears from the Governor’s statement in 
signing the repeal, was the chief cause 
of dissatisfaction with the law. How- 
ever, the township was used as a basis 
for this study because a typical town- 
ship is more easily discovered than a 
typical school district. 

Finally, this study was broadened to 
include not only the possible effect of 
the $500 exemption of the law, but 
also the possible effect of three higher 
exemptions. 


The Redistribution of Tax Burdens 
(Other than School Taxes) be- 
tween Various Sized Groups 
of Property 


1. By a $500 homestead exemption. 
Any reduction in assessments in a taxing 
district must necessarily result in an in- 
creased tax rate or a reduction in the 


| 

| 
ye 
it 
i- 
e 
e 

| 
1, 
i- 
S- 
e 
1S 
e 
n 
it 
i 
ts 
1s 
| 
n 
ts i 
d 
at 
b- 
i- 
4 
u- 
it 


382 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


Extent To Wuicu Various Property Groups Woutp BE AFFECTED BY 
$1,000, $2,000, AND $3,000 ExEempTIONS 


$1,000 EXEMPTION $2,000 EXEMPTION $3,000 Exemption 
Size Groups Increase D I Decrease 

of of of of of of 

Tax Tax Tax Tax Tax Tax 
$10,000 to 0.01%|........ 2.3% 


amount of taxes levied. Since the de- 
sired tax revenues are presumed to be 
constant, a $500 homestead exemption, 
under the assumptions made, relieves all 
homestead properties valued at less than 
$5,000, of 23.4% of their present local 
tax burden. In the case of properties 
valued between $5,000 and $10,000, 
the tax burden is lightened by 3%. 
But properties between $10,000 and 
$15,000 in value have increased tax 
burdens of .2%; similarly, properties 
valued between $15,000 and $20,000, 
and those above $20,000, have in- 
creased burdens of 1.1% and 2.2%, 
respectively. The sixth group of prop- 
erties, classed as non-homestead, have 
an increased burden of 4.2%. 

2. By $1,000, $2,000, and $3,000 
exemptions. The table on the following 
page indicates the extent to which the 
various property groups would be af- 
fected by the above-mentioned exemp- 
tions. 

3. General conclusions from the 
above computations. Four general con- 
clusions may be drawn: 

(a) The percentage decrease in the 
tax burden upon small properties is 
large compared with the percentage 
increase in the case of other groups of 
properties. 

(b) The properties affected most 
adversely are those valued at over $20,- 


ooo and the non-homestead properties. 

(c) The tax burden upon properties 
valued between $10,000 and $20,000 
remains practically the same regardless 
of the size of the exemption. 

(d) If the sole purpose of the ex- 
emptions is to encourage home owner- 
ship on the part of the small property 
owners, the $2,000 exemption gives this 
group the maximum benefit. If the 
exemption is raised beyond $2,000, a 
part of the tax on larger properties 
works back upon the smaller properties 
because of the smaller amount of im- 
provements on the small properties. It 
must be remembered that these conclu- 
sions apply to all taxes other than school 
taxes. 

In addition to these conclusions, it 
may be well to state that one-fourth of 
the properties in Albion are in the group 
valued at less than $5,000, and would, 


therefore, be benefited in a substantial 


measure by any of the above-mentioned 
exemptions. It is also true that almost 
half of the properties would be prac- 
tically unaffected, since these properties 
are in the $10,000-$20,000 group. 

It appears, therefore, that the present 
law accomplishes in a general way what 
its advocates sought. 

It should be remembered, however, 
that these conclusions apply to an agri- 
cultural district in which the total as- 
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sessed valuation of both small and non- 
homestead properties is small compared 
with the total assessed valuation of 
other classes of property. In a com- 
munity where approximately the same 
ratio exists between the total assessed 
valuation of the various groups of prop- 
erty, the same results can be expected 
from homestead exemptions. On the 


* other hand, in a community where the 


total assessed valuation of small prop- 
erties is large compared with that of 
non-homestead and other groups of 
properties, the effects would be the 
reverse—the relief to the small prop- 
erty owners would be small in compar- 
ison with the increased burden upon the 
non-homestead group. Probably the 
proportions of various sized groups as 
revealed in this study generally prevail. 

The effect of this exemption upon the 
distribution of the local tax between 
farmers and urban property owners de- 
pends entirely upon the character of 
each taxing district. In a town like 
Albion, where most of the small prop- 
erties are owned by farmers, practically 
the only shift of the burden is between 
property groups and not between 
classes. However, in any unincorpo- 
rated town, where there is a much larger 
amount of residential property owned 
and occupied by city people, the tax 
burden would be shifted to the large 
farm properties and non-homestead 
properties. 


The Redistribution of State and County 
Tax Burdens between Various 
Counties, Townships, Cities, 
and Villages 


The shift of the state and county tax 
burden between districts depends upon 
the ratio of both the total assessed val- 
uation of property and the number of 
owned homes in one district as com- 


pared with another. In Dane County, 
for example, if all owned homes claimed 
the $500 exemption, there would be 
practically no shift of the state and 
county tax burdens between urban and 
rural districts, because the number of 
owned homes and the total assessed val- 
uation of property are very nearly the 
same in both urban and rural taxing 
districts. In a_ strictly agricultural 
county, however, the urban districts 
would pay a part of the tax that is now 
paid by the rural districts, and vice 
versa in the case of a predominantly 
urban county. 

The shift of state taxes among vari- 
ous counties as a result of homestead 
exemption is relatively insignificant, but 
operates generally according to the 
same rule governing the shift of state 
and county taxes among districts. 


Summary 


It is no part of the purpose of this 
study to consider the desirability of 
homestead exemption from the stand- 
point of public policy. Our aim has 
been merely to examine the economic 
effects of this policy. ; 

The popular theory is that homestead 
exemption reduces property taxes. This 
is not true. What really results from 
homestead exemption is a_ redistri- 
bution of tax burdens, such that some 
property owners are relieved while 
others have increased burdens. In a 
typical community in Wisconsin, this 
redistribution tends to benefit small 
property owners and penalize those who 
by thrift or otherwise have accumulated 
property of greater than average value. 
Increasing the exemption, however, 
reaches a point of diminishing returns 
when the increased burdens on the 
larger holdings tend to work back upon 
the smaller properties. 
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Another phase of the theory under- 
lying homestead exemption deserves a 
detailed and critical examination which 
cannot be given here. That is the whole 
question of the effect of taxation upon 
land utilization. The advocates of 
homestead exemption claim that this 
policy will discourage the holding of 
unimproved land and encourage tenants 
to rise to the status of ownership. The 
opponents of this policy assert that most 
unimproved land remains unused be- 
cause general economic conditions are 
not such that the land can be used profit- 
ably, and that if the use of this land is 
artificially stimulated by homestead 
exemption, not only the new home- 
steader but the whole community will 
eventually suffer from overexpansion. 
These opposite assertions concern the 
general problem of the relative burdens 
of taxation upon property, upon various 
forms of property (agricultural, in- 
dustrial, commercial, and residential, as 


well as real and personal property), and 
upon incomes. It may be that taxes . 
upon property as a whole or upon par- 
ticular classes of property are discour- 
agingly heavy compared with taxes 
upon income. 

It can hardly be maintained that the 
Wisconsin experiment with homestead 
exemptions conclusively proved either 
one side or the other of the question of 
the effect of taxation upon land utiliza- 
tion; the experiment was too brief. If. 
any economic reason can be assigned for 
the abandonment of the exemption 
policy, it was probably a realization on 
the part of the legislators that home- 
stead exemption meant a redistribution, 
rather than a reduction of tax burdens, 
and that the decreased burdens on small 
property holders were more than offset 
by the increased burdens on other classes 
of property. 

O. M. JoHNson 
B. W. ALLIN 
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THE LAND ECONOMICS SERIES 


The books included in this series 
are edited by Dr. Richard T. Ely, 
well-known economist and author, 
and are sponsored by the Institute 
for Research in Land Economics 
and Public Utilities, the National 
Association of Real Estate Boards, 
and the United Y. M.C. A. Schools. 
They may be classified for the most 
part in two groups: first, those 
books that deal with various aspects 
of land as an economic factor, and 
second, those that treat land as a 
commodity, from the different points 
of view. 


“BUILDING AND LOAN ASSO- 
CIATIONS,” by Chase and Clark 


This book has been prepared at the request of 
the United States League of Local Building and 
Loan Associations, and has been worked out under 
the direction of the Text-book Committee of the 
League. It is a part of the educational program 
which is being made available to building and loan 
people and students by the American Savings, 
Building and Loan Institute, a non-profit, educa- 
tional corporation organized in cooperation with 
the League for this purpose. The volume is the 
first complete attempt at a book which covers the 
whole field and not merely a few specialized parts 
of it. It has been written as a survey of the 
subject, and passes in review every known phase 
of this most interesting and complete financial 
institution. 


These books are ready for you 


THE PRINCIPLES OF REAL EsTATE Prac- ELEMENTS oF LAND Economics, by Ely 


TICE, by Ernest M. Fisher, $3.50. 


and Morehouse, $3.50. 


THE APPRAISAL OF REAL EsTaTE, by F. REAL ESTATE ADVERTISING, by Gifford, 
.00 


M. Babeock, $3.50. 


BUILDING AND LoAN ASSOCIATIONS, by ADMINISTRATIONS OF REAL ESTATE 


Chase and Clark, $4.00. 


Boarps, by Nelson, $3.50. 


These are being prepared 


City PLANNING, by James 


REAL EstaTE INVESTMENTS, by Moffatt 
Rea Estate Law, by MacChesney 
REAL EsTATE TRANSFERS AND CONVEY- 


_ ANCES, by Reeve 


UrsBan Lanp Economics, by Dorau 


PRECIATION, by Bossom 
Reau Estate FINANCE, by Fisher 
ProPpERTY MANAGEMENT, by Strong 


THE MACMILLAN COMPANY | 
New York, N. Y. 
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You'll 
Never Be 
the Same Again— 


A Rocky Mountain vacation does 
something to you! The change is per- 
manent, too—you'll enjoy it the rest 
of your days. City routine may rob 
you of your mountain appetite, the 
wind-and-sun tan may fade, but, 
you'll still be a different person 
a real adventure in the Rockies— 
different for life! 

You'll even like yourself better after 
a Rocky Mountain vacation — 
enjoy life more intensely. Find out 
this summer what the Rockies can 
do for you! 


“Rocky Mountain Vacations” 
A Free Book for You 


In the Netional Forests of and 
lorthern scores of moun camps, 


Route of the North Coast Limited 
One of America’s Fine Trains 


MY VACATION TRIP 


Name 
Address 

(Yellowstone Park . ..... $ 56.50 
(Pacific Northwest fortiond 86.00 
C)Ramnier Park . 86.00 
(Alaska (Skagway). ..... 176.00 


Rocky Mountains (Helena—Butte) 59.00 


Mail this n to A. B. Smith, P.T. M., 
918 Northern Pacific Bldg., St. Paul, Minn. 


IMPORTANT 
CROWELL BOOKS 


PROBLEMS OF 
PUBLIC FINANCE 
By JENS P. JENSEN 

University of Kansas 
A thorough study of both theory and 
practice, in both public revenues and ex- 
penditures. 

624 pp. $3.00 


INTRODUCTION TO STUDY OF 


LABOR PROBLEMS 
By GORDON S. WATKINS 
University of Illinois 


“Covers the problems of labor in every 
aspect and phase, from the closed shop 
to employer’s associations."—New York 


Herald. 
665 pp. $3.00 


CROWELL’S DICTIONARY 
OF BUSINESS AND 
FINANCE 


“Fills a space hitherto vacant.... The 
book will be of value to any business man.” 
—New York Sun. 


608 pp. $3.00 


PUBLIC OWNERSHIP 


By Cart D. THompson 


A résumé of what has already been done, 
with a prognostication of what we may 
expect in the immediate future. 
450 pages. 24 illustrations 
$3.00 


HIGHWAYS AND HIGH- 
WAY TRANSPORTATION 


By GeorcE R. CHATBURN 
University of Nebraska 
“Every good citizen in the United States 
should read this book.”—Chicago Journal 
of Commerce. 


“A practical treatise on one of the most . 


complex and pressing problems now fac- 
ing America.”—City Manager Magazine. 


472 pp. $3.00 
THOMAS Y. CROWELL CO. 
393 Fourth Ave., New York 
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Can there be a strict limitation of re- 
turn and yet a high degree of productive 
efficiency? 


REGULATION 
AND THE . 
MANAGEMENT 
OF 


By Charles Stillman Morgan 


places particular emphasis upon the re- 
turns received by capital and manage- 
ment. It is an authoritative a compre- 
hensive survey of the problem of Public 
Utility efficiency containing concentrated 
information that it would take months 
of ‘independent research to bring to- 
gether. $2.50 


What effect does Public Utility regula- 
tion have upon the financial activities of 
a large corporation? 


THE 
_ FINANCIAL HISTORY 


‘OF THE 


AMERICAN TELEPHONE 
AND 


TELEGRAPH COMPANY 
By J. Warren Stehman 


reviews the most important financial ac- 
tivities of the Bell System from the in- 
vention of the telephone to the present 
time, analyzes them in detail, and dis- 
cusses the policies which have been re- 
sponsible for the development of one of 
our largest corporations. $2.50 


Prize winning essays in the Hart Schaffner and Marx competitions 


HOUGHTON MIFFLIN COMPANY 


Boston, Mass. 


‘THE PUBLIC 


UTILITIES 


By WILLIAM G. RAYMOND, LL.D., Eng.D. 


Dean of the College of Applied Science, State University of lowa 


Economie questions that are of interest to the individual citizen, to the public as the owner 
and operator of its own utilities, and to the private owners of such utilities, are the principal 


concern of this book. 


It deals in particular with the four following fundamental matters. 
(1) What are the principles which should govern in establishing rates for service? 
(2) What are the bases for, and the nature of, proper public control and regulation of 


privately owned public utilities? 


(3) What constitutes a fair rate of return? 


(4) How is the basis for this return-ie., the fair value of the property used in the 


service of the public—to be determined ? 


This book will prove valuable to the economists, officers of public utility corporations, 
federal and supreme court judges and public utility commissions. 


It may be examined on our ten-day approval plan. 
‘$3.50 postpaid 


JOHN WILEY & SONS, INC. 


441 Fourth Ave., 


New York 


2 Park Street Pe 
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Public Utility F inancing 


We invite inquiries concerning our under- 
writing and distributing services, which 
are especially adapted to the requirements 
of high grade public utility companies. 


Hoactanp, Attum & 
Incorporated 


Established 1909 — 
34 Pine St. 
NEW YORK 


Public Utility Financing 


We have originated, either alone or with associates, and have distributed 
throughout the country, securities of the following public utility corporations: 
Northern Iowa Gas and Electric Company 


Central Iowa Power and Light Company . Northwestern Public Service Company 
Columbus Railway Power & Light Company Ohio Electric Power Company 


Binghamton Gas Works 


Continental Power & Light Company Pennsylvania-Ohio Electric Company 


Daytona Public Service Company St. Cloud Public Service Company 
Defiance Electric Company Sandusky Gas & Electric Company 
Dubuque Electric Company Southern Minnesota Gas and Electric Company 


Florida Public Service Company Southwest Power Company 
Grand Rapids Gas Light Company United Gas & Fuel Company of Hamilton, Ltd. 


Hamilton By-Products Coke Ovens, Limited Utah Gas & Coke Company 

Jersey Central Power & Light Corporation Vermont Hydro-Electric Company 

National Electric Power Company West Virginia Water and Electric Company 
North Carolina Public Service Company, Inc. Western United Gas and Electric Company 


We welcome inquiries from public utility corporations which 
require capital for consolidation, extension or refunding. 


Executives are invited to send for a copy of our book, “‘A Record of Corporation Financing.” 


AC.ALLYN*> COMPANY 


ESTABLISHED 1913 


| 71 W. Monroe St., CHICAGO, Phone State 6440 | | 
| NEW YORK PHILADELPHIA BOSTON MILWAUKEE MINNEAPOLIS 
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COMMERCE CLEARING 
HOUSE 


Federal and State 
Income and Inheritance Tax 
| Services 


NEW YORK CHICAGO WASHINGTON 
120 Broadway _ _ Ill. Merchants Bk. Bldg. 815 15th Street N. W. 
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New England’s 


Largest Trust Company 


HROUGH its Bond Department, 

Old Colony has originated or dis- 
tributed, alone or with associates, 
securities of public utility companies, 
with a total value of many millions 
of dollars. | 


LD COLONY executives are 
always pleased to discuss with _ 
officials of public utility companies or Sm 
security dealers, the underwriting and 
distribution of new issues of Power ee 
and Light Bonds and Preferred Stocks. 


BOND DEPARTMENT | a 


OLD TRUST 
COMPANY 


BOSTON, MASS. 222BomstonSrecet 
17 Court Street 
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